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Foreword 


The  Commission's  position  is  that  retirement  income  provision  is 
primarily  an  individual  responsibility.  It  sees  the  role  of  government 
to  be  threefold: 

1.  to  provide  a  minimum  adequate  incxsne  in  retirenent  for 
everyone ; 

2.  to  provide  a  social  scheme  for  replacement  of  pre-retiranent 
incone  in  retirement  at  low  levels  of  incone; 

3.  to  provide  incentives  for  the  individual  to  make  his  or  her  own 
arrangements  for  retirement  incone. 

The  Canada  Pension  Plan  is  the  method  by  v\^ich  government  up  to 
now,  has  sought  to  carry  out  the  second  of  tliese  roles.  After  extensive 
study  the  Ccsnmission  is  satisfied  that  the  plan,  although  the  subject  of 
much  criticism  in  recent  years,  should  continue  to  play  a  large  part  in 
the  social  security  design. 

The  Conmission  makes  a  number  of  reccrnmendations  on  the  course  the 
Government  of  Ontario  should  follcw  to  secure  the  future  operation  of 
the  CPP.  V^hile  the  full  discussion  warrants  a  separate  volume  of  the 
report,  this  is  not  to  suggest  that  the  CPP  recommendations  should  be 
considered  in  isolation.  The  mandatory  plan  (PURS)  recommended  in  an 
earlier  part  of  the  report  is  to  be  seen  as  a  key  component  for  an 
effective  social  security  scheme.  The  Canada  Pension  Plan  is  only  one 
piece,  albeit  an  important  one,  in  the  mosaic  of  Design  for  Retironent. 

How  much  government  can  do  in  fulfilling  its  various  roles  will  be 
governed  by  cost  and  social  priorities.  We  have  attonpted  an  assessment 
of  the  future  cost  of  all  social  security  aspects,  enconpassing  Old  Age 
Security  with  its  Guaranteed  Incone  Supplement  and  Spouse's  Allowance, 
GAINS,  and  the  Canada  Pension  Plan.  Only  by  looking  at  potential  over- 
all cost  can  we  judge  v^ether  more  can  and  should  be  done  to  provide 
incone  in  retirement  through  government  means. 


Donna  J.  Haley,  Q.C. 
Chairman 
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Introduction 


Typical  of  public  concerns  are  the  following  comments  from  "Canada 
Pension  dues  will  have  to  increase,"  by  Dian  Cohen,  in  the  Montreal 
Star,  November  20,  1977: 

"....the  Canadian  Pension  Plan  will  run  out  of  money  long  before 
today's  'prime  age  workers'  reach  retirement  age." 

"....Right  now,  there  is  one  retired  person  for  every  seven  working 
people.  Fifty  years  from  now,  there  will  be  more  than  two  retired 
people  for  every  seven  working  people.  This  means  that  even  if 
there  is  no  increase  in  the  average  income  of  the  retired,  the 
pension  burden  must  more  than  double." 

"....But  those  reserves  now  fall  far  below  actuarial  standards  that 
v.ould  ensure  that  every  retired  Canadian  worker  gets  a  retirement 
incane." 

"....Not  only  is  a  lot  of  this  pension  money  (from  the  CPP)  being 
invested  at  substandard  rates,  there  are  suggestions  that  it 
isn't  being  invested  at  all,  but  is  being  used  to  pay  for  current 
expenses." 

"....It's  interesting  that  the  push  nowadays  for  an  end  to  manda- 
tory retirement  coincides  with  an  increasingly  wide  recognition 
that  retirement  money  is  running  out." 

These  same  problems  are  described  in  more  sophisticated  terms  by 
Laurence  Coward,  Vice-President  of  William  M.  Mercer  Limited: 

"The  current  arrangement  became  a  cause  for  concern  for  several 
reasons.  First  the  projections  in  the  actuarial  reports  on  the 
Canada  Pension  Plan  showed  that  the  benefit  outgo  would  increase 
much  faster  than  the  contribution  incane.  Thus,  according  to  the 
1973  actuarial  report,  the  benefit  payments  fran  the  Canada  Pension 
Plan  would  first  exceed  the  contribution  income  in  1982.   Further, 


unless  t±ie  plan  v^re  amended  by  law  the  benefit  outgo  vrould  exceed 
the  contributions  plus  interest  on  the  investments  in  1988.  At 
this  point  the  fund  vvould  begin  to  decrease  and  the  fund  would  be 
totally  exhausted  by  tlie  year  1999.  Although  similar  projections 
were  made  v^en  the  Canada  Pension  Plan  vvas  started  and  it  was  well 
understood  tliat  contributions  would  have  to  be  raised  at  some  time, 
the  projections  showed  that  the  time  for  action  was  near. 

"During  the  early  1970s  the  position  of  many  employer  pension 
plans  deteriorated.  Salaries  and  veges  rose  fast  in  an  attempt  to 
keep  up  with  inflation.  Pension  costs  and  liabilities  rose  in 
sympathy  with  earnings  and,  at  the  same  time,  the  market  value  of 
pension  fund  assets  fell.  Substantial  deficits  were  shown  in 
many  actuarial  valuations.  Under  the  Pension  Benefits  Acts  such 
'experience  deficiencies'  normally  have  to  be  made  up  by  special 
payments  within  five  years  fron  the  valuation  date.  Sane  anployers 
had  difficulty  in  meeting  the  extra  payments  required  and  there 
was  much  discussion  of  the  supposed  'crisis  in  pensions.'  Scare 
stories  appeared  in  the  news  media  and  many  people  came  to  believe 
that  all  pension  plans  were  in  trouble,  including  private  sector 
plans,  plans  for  government  anployees  and  social  security  plans. 

"In  1972  and  1973  the  Government  of  Canada,  in  response  to  growing 
inflation,  added  cost  of  living  indexing  to  nearly  all  of  the  pro- 
grams for  v^ich  it  was  responsible.  Full  adjustments  for  increases 
in  the  CPI  were  added  to  Old  Age  Security,  Canada  Pension  Plan, 
Unemployment  Insurance  and  pensions  for  federal  public  servants. 
The  very  high  potential  cost  of  this  unlimited  indexing  gradually 
becaine  apparent. 

"Attention  vbs  also  focused  on  demographic  trends.  The  changing 
age  distribution  was  clearly  seen  in  the  large  number  of  young 
people  trying  to  enter  the  labour  force  at  a  time  of  serious  unem- 
ployment, vvhile  school  enrolment  fell  drastically  leaving  a  surplus 
of  schools  and  teachers.  The  post-war  'baby  boom'  was  a  remarkable 
phenomenon.  In  the  1950s  fertility  rates  reached  a  level  that  had 
not  been  known  for  many  decades.  In  the  period  1945  to  1965  about 
1-1/2  million  children  were  born  in  Canada  over  and  above  what 
might  be  considered  normal,  although  of  course  opinions  may  differ 
as  to  how  the  norm  siiould  be  defined.  During  the  1960s  the  birth 
rate  fell  steadily  and  in  recent  years  has  been  exceptionally 
low.  In  fact  the  current  birth  rate  is  below  replacement  level  so 
that  if  it  continued  indefinitely  it  would  result  in  a  falling 
population. 

"Concern  was  expressed  that,  v*ien  people  born  in  the  'baby  boom' 
years  retired  after  2015,  the  burden  on  the  working  population 
would  then  be  so  great  that  the  government  might  renege  on  its 
promises  and  cut  back  on  CPP  benefits.     For  these  reasons   a  belief 


VI 


grew  that  the  Canada  Pension  Plan  was  unsoundly  financed  and  tliat  a 
much  larger  fund  should  be  built  up  fran  increased  contributions. 

"To  sum  up,  serious  misgivings  as  to  the  soundness  of  the  Canadian 
pension  system  arose  as  a  result  of  tlie  need  to  raise  CPP  contribu- 
tions in  the  1980s,  the  deficits  in  employer  pension  plans  caused 
by  inflation,  the  high  cost  of  indexing  pensions  and  the  baby 
boom."(l) 

All  of  these  concerns,  vvhether  expressed  in  popular  terms  or  in  the 
language  of  the  pension  industry,  continue  today  with  different  facets 
caning  to  the  fore  as  more  reports  are  received  on  declining  population 
trends,    unanployment ,   and   increasing    inflation. 

At  the  same  time  that  it  became  clear  that  decisions  on  the  future 
of  the  Canada  Pension  Plan  (CPP)  would  have  to  be  made  soon,  the  Treas- 
urer of  Ontario  called  for  consideration  of  a  scheme  for  funding  the  CPP 
along  the  lines  required  for  employment  pension  plans.  (2)  As  well  as 
reducing  the  intergenerational  subsidy  problem  it  was  suggested  that  the 
funding  of  the  CPP  on  more  or  less  conventional  lines  would  generate  a 
very  large  capital  pool  vvhich,  if  invested  in  productive  enterprises, 
would  stimulate  the  economy,  create  jobs,  and  raise  the  standard  of 
living. 

There  is  disagreement  on  whether  the  Canada  Pension  Plan  is  the 
proper  place  to  raise  money  for  Canada's  capital  needs.  There  is  also 
doubt  vi^ether  provincial  governments  v\duld  invest  the  capital  generated 
by  tlie  CPP  in  productive  enterprises  or  treat  it  as  general  revenue. 
Some  argue  that  the  experience  over  the  years  since  the  conmencement  of 
the  CPP  suggests  that  the  funds  already  accumulated  have  not  been  wisely 
used  by  tlie  provinces  and  that  capital  investment  has  not  been  raised 
significantly  or  has  actually  been  impaired. 

Full  funding  of  the  CPP  has  implications  for  both  contribution 
levels  and  fund  size  vhich  have  been  attacked  by  those  favouring  the 
continuance  of  a  basic  pay-as-you-go  approach.  The  arguments  run  along 
the  follov/ing   lines: 

-  To  provide  for  a  larger  fund  would,  of  course,  mean  increasing 
contributions  from  employers  and  workers  even  more  than  they 
would  have  to  be  increased  under  present  arrangements.  Such 
increased  contributions  constitute  a  regressive  tax,  bearing  most 
heavily  on  low-incone  workers  and  less  heavily  on  those  who  earn 
more  than  the  Year's  Maximum  Pensionable  Earnings  (YMPE).(3) 
Such  a  tax  would  tend  to  depress  the  economy  at  a  time  when, 
according  to  many  experts,  stimulation  is  needed.  FXirtlier,  other 
forms  of  saving  might  be  reduced  because  of  the  forced  saving  in 
the  Canada  Pension  Plan. 
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-  stronger  funding  of  the  CPP  would  aggravate  the  problems  of 
managing  the  fund.  If  such  a  fund  were  invested  entirely  in 
government  securities  would  the  money  so  invested  ultimately  be 
used  to  maximize  the  productive  capacity  of  the  country?  If 
billions  of  dollars  of  CPP  funds  were  invested  in  marketable 
securities,  the  transactions  of  CPP  fund  managers  would  tend 
to  dominate  the  stock  and  bond  markets.  Investment  responsi- 
bility would  have  to  be  divided  among  a  considerable  number 
of  investment  managers  if  the  market  were  to  operate  at  all 
normally  after  such  a  vast  influx  of  funds.  Difficult  questions 
concerning  the  ownership  and  control  of  business  enterprises  and 
the  canpetitiveness  and  efficiency  of  tlie  security  markets  would 
have  to  be  answered. 

The  high  level  of  public  awareness  of  the  Canada  Pension  Plan 
underlines  the  need  to  examine  all  tiiese  concerns  in  depth.  It  is 
important  that  tlie  public  have  confidence  in  a  public  pension  scheme 
which  for  many  will  be  the  only  source  of  employment-related  retirement 
incone.  It  is  even  more  important  that  public  confidence  be  placed 
only  in  a  sound  and  efficient  vehicle.  The  Commission  therefore  has 
undertaken  extensive  projections  in  order  to  establish  a  factual  base 
fran  v^ich  each  of  the  concerns  can  be  explored.  Not  all  will  agree 
with  the  Commission's  conclusions  drawn  from  facts,  but  all  of  the  data 
are  available  for  careful  study.  Selected  tables  from  the  Commission's 
projections  are  published  in  several  appendices  in  this  volume.  The 
canplete  computer  runs  fron  v^hich  the  tables  were  constructed  have  been 
filed  with  the  Ontario  Archivist  and  are  available  for  study.  It  is 
time  that  statements  about  the  Canada  Pension  Plan  vere  based  on  a  full 
understanding  of  the  nature  of  its  problems  and  with  just  consideration 
of  the  long-run  consequences  of  any  solutions  that  may  be  considered  in 
the  next  few  years. 
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NOTES 

{ 1 )   Laurence  E.  Coward,  draft  paper  prepared  for  the  Royal  Commission 
on  funding  of  the  Canada  Pension  Plan. 

(2)  Ministry  of  Treasury,  Economics,  and  Intergovernmental  Affairs, 
"Review  of  Issues  in  Financing  the  Canada  Pension  Plan," 
April  1976. 

(3)  For  an  explanation  of  "Year's  Maximum  Pensionable  Earnings"  and 
other  technical  terms  in  the  text  see  the  Glossary,  Volume  III. 
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Chapter  1 


History  of  the  Canada  Pension  Plan 


THE  BACKGROUND 

"My  ministers  have  undertaken  to  establish  a  comprehensive  system 
of  cxDHtributory  pensions.  The  new  pensions  will  be  co-ordinated 
with  the  existing  provisions  for  old-age  security,  for  the  purpose 
of  enabling  all  Canadians  to  retire  in  security  and  with  dignity. 
While  the  arrangements  required  for  this  great  advance  in  the 
social  security  of  our  people  are  necessarily  complex,  the  legis- 
lation submitted  to  you  will  be  designed  to  make  the  new  pension 
plan  operative  as  soon  as  possible."(l) 

These  words  on  May  16,  1963  marked  the  first  parliamentary  appear- 
ance of  what  v«s  to  be  the  Canada  Pension  Plan,  although  it  was  by  no 
means  the  first  indication  of  federal  government  involvement  in  the 
retiranent  pension  field.  The  federal  election  campaign  of  1957  had 
seen  the  matter  of  contributory  pensions  raised,  with  the  U.S.  Social 
Security  program  cited  as  a  model. (2)  Canada  vas  not  alone  in  looking 
at  the  concept  of  a  publicly  supported  earnings-related  plan  as  an 
extension  of  tlie  existing  flat  rate  (QAS)  benefit  and,  as  in  the  past, 
the  impetus  for  reform  was  not  confined  to  this  country.  At  the  end  of 
World  War  I  the  subject  of  old  age  pensions  had  appeared  in  the  Labour 
Convention  that  became  part  of  the  Treaty  of  Versailles,  and  reflected 
views  held  in  Europe  and  North  America  that  social  reform  should  be  a 
priority  in  the  postwar  years.  Canada's  means-tested  Old  Age  Pension 
came  into  being  in  1927.  Similarly,  growing  opposition  to  the  means 
test  after  tlie  Second  World  War  led  to  the  development  of  universal, 
flat-rate  plans  in  a  number  of  countries,  with  Canada's  Old  Age  Security 
program  being  introduced  in  1951.  Later,  as  Kenneth  Bryden  relates  in 
his  book  on  old  age  pensions: 


"...just  as  differing  interests  in  exposition  to  the  means  test  had 
converged  in  the  late  1940s,  so  now  those  primarily  concerned 
with  controlling  costs  and  those  vv^iose  main  motive  was  to  improve 
benefits  began  to  find  caranon  ground  in  advocating  a  contributory 
plan.  It  is  worth  noting  that  similar  pressures  were  operating 
in  other  countries  where  the  pension  was  on  a  flat-rate  basis. 
Both  the  United  Kingdom  and  Sweden,  for  example,  superimposed 
contributory  earnings-related  pensions  on  their  plans  in  1959. "(3) 

Clark  Inquiry,   1958 

By  that  time,  Canada  had  taken  a  step  in  the  same  direction. 
In  1958  the  Government  of  Canada  commissioned  Professor  R.M.  Clark 
to  prepare  a  canparative  study  of  the  Canadian  Old  Age  Security  plan 
and  the  U.S.  Social  Security  plan,  on  the  stated  assumption  that  the 
latter  provided  superior  benefits.  (4)  The  Clark  report,  presented  the 
following  year,  made  no  reconmendations,  but  provided: 

"...a  comprehensive  analysis  of  both  public  and  private  provision 
of  pensions  in  the  two  countries  and... a  presentation  of  arguments 
for  and  against  universal  and  contributory  pensions.  His  exposi- 
tion of  how  the  U.S.  system  actually  vorked  made  it  hard  to  escape 
the  conclusion  that  it  was  not  transferable  to  Canada.  Nor  was  it 
by  any  means  crystal  clear,  as  Conservative  speeches  and  even 
the  terms  of  reference  had  assumed,  that  old  age  pensioners  were 
treated  more  generously  on  the  v^^ole  in  the  United  States  than  in 
Canada. "(5) 

What  did  result  from  the  study,  however,  was  the  government's 
decision  that  survivor  and  disability  benefits  ought  to  be  an  integral 
part  of  any  earnings-related  plan.  Tb  this  end  the  Prime  Minister,  in 
January  1962,  sought  the  agreement  of  the  provinces  on  an  amendment  to 
Section  94A  of  the  British  North  America  Act  (added  in  1951  to  allow 
Parliament  to  enact  old  age  pensions)  to  permit  survivor  and  disability 
benefits  to  be  paid  by  the  federal  government.  Nine  provinces  agreed (6) 
but  Quebec  refused  assent  in  January  1963,  and  the  proposal  languished 
v^en  the  federal  government  was  defeated  in  the  election  of  April  that 
year. 

Ontario's  Initiative,   1962 

An  important  parallel  development  was  the  introduction,  in  April 
1962,  of  a  draft  Pension  Benefits  Act  in  Ontario  "for  study  and  discus- 
sion only."  Included  in  the  bill  were  standards  for  vesting,  funding, 
and  portability  of  anployment  pensions;  and,  as  a  move  toward  broader 
coverage,  pension  plans  were  to  be  mandatory  for  employers  with  15  or 
more  employees.  The  same  concerns  about  lack  of  coverage,  solvency,  and 
portability  in  aiiployment  plans  that  led  successive  federal  govern- 
ments to  consider  earnings-related  plans(7)  were  reflected  in  Ontario's 
innovation,    a  provincially-portable  plan  with  minimum  benefits   and 


conditions.  The  Pension  Benefits  Act(8)  was  again  introduced  in  March 
1963  and  passed  by  the  legislature  on  April  26.  At  the  same  time, 
pension  reform  was  being  proposed  in  the  province  of  Quebec,  where  a 
change  in  government  in  1960  had  been  followed  by  a  legislative  program 
which  emphasized  on  the  one  hand  social  policy  changes  and  on  the  other, 
a  desire  for  provincial  autonomy  in  such  matters. 


THE  DEBATE 

In  light  of  these  provincial  initiatives,  it  is  understandable 
that  contributory  pensions  were  prominent  in  the  1963  federal  election 
campaign;  the  Liberal,  Conservative,  and  New  Democratic  parties  were  all 
ccmmitted  to  the  principle. (9)  Following  the  election,  the  matter  of  a 
contributory  earnings-related  plan  became  a  priority  in  tlie  "sixty  days 
of  decision"  pronised  by  the  inccning  government.  As  we  have  seen,  the 
Speech  from  the  Ihrone  included  a  reference  to  "a  comprehensive  system 
of  contributory  pensions."  A  resolution  was  introduced  in  the  House  of 
Commons  on  June  21,  1963  and  agreed  to;  and  this  was  followed  by  the 
tabling  of  a  White  Paper  on  the  subject,  July  18.  Meanv^ile,  the  text 
of  the  resolution  had  been  forwarded  to  the  preniers  with  a  suggestion 
for  an  early  federal-provincial  conference.  Here  it  should  be  noted 
that  the  emerging  Canada  Pension  Plan  was  being  discussed  against  a 
backdrop  of  negotiations  on  direct  federal  loans  to  municipalities, 
youth  allcwances,  student  loans,  and  fiscal  transfers;  as  a  consequence, 
jurisdictional  arguments  were  very  much  to  the  fore.  The  ultimate 
ceding  of  provincial  jurisdiction  to  Parliament  in  order  to  establish 
the  CPP  could  be  attained  only  at  the  expense  of  significant  changes  in 
the  original  proposal  -  including  some  which  could  be  said  to  improve 
rather  tlian  dilute  the  plan  provisions. 

Proposed  OAS  Increase 

The  June  21  resolution  included  the  following  provisions: 

"...for  the  payment  of  an  additional  pension  of  ten  dollars  a  month 
to  all  persons  to  whom  a  pension  may  be  paid  under  the  Old  Age 
Security  Act;  for  the  adjustment  of  pensions  payable  under  the  Old 
Age  Security  Act  to  co-ordinate  such  pensions  with  the  new  plan." 
(10) 

The  purpose  of  this  measure,  raising  the  OAS  amount  to  $75  per  month, 
was  to  compensate  persons  too  old  to  benefit  fron  the  new  Canada  Pension 
Plan.  Under  the  pay-as-you-go  method  of  financing,  contributions  of  CPP 
members  would  pay  for  the  increased  universal  benefit;  this  meant  an 
even  more  direct  intergeneration  subsidy  than  that  which  finally  onerged 
in  the  structure  of  the  plan.  In  addition,  since  reduced  CPP  benefits 
were  to  be  available  for  retirement  between  ages  65  and  70,  the  same 
provision  was  extended  to  Old  Age  Security  pensions,  which  v^re  expected 
to  range  fron  $75  per  month  at  age  70  down  to  $51  at  age  65. 


OAS  Increased  Independently 

As  t±ie  debate  proceeded,  and  it  became  evident  that  completion 
of  the  Canada  Pension  Plan  involved  a  more  protracted  process  than 
originally  envisaged,  pressure  grew  for  a  separation  of  the  $10  OAS 
increase  from  formulation  of  the  contributory  scheme.  Consequently,  the 
government  introduced  a  resolution  on  September  30,  1963,  increasing  the 
OAS  benefit  to  $75  per  month  and  at  the  same  time  increasing  from  3  per 
cent  to  4  per  cent  the  Old  Age  Security  tax  on  personal  incomes.  The 
measure  became  effective  on  October  1.  At  the  same  time  certain  related 
programs  were  improved,  as  Bryden  notes: 

'"Ihe  Old  Age  Assistance,  Blind  Persons,  and  Disabled  Persons  Acts 
were  also  amended  to  raise  to  $75  a  month  the  maximum  means- test 
pensions  in  v^ich  the  federal  government  would  share,  with  corres- 
ponding increases  in  maximum  allowable  income. ..  .Seven  provinces 
and  the  Yukon  made  these  increases  effective  fran  December  1,  1963, 
and  Newfoundland,  Prince  Edward  Island,  Quebec,  and  the  Northwest 
Territories  from  April  1,  1964. "(11) 

In  place  of  a  reduction  in  benefits  for  earlier  retirement,  the 
age  of  eligibility  for  OAS  would  be  reduced  to  65  one  year  at  a  time, 
beginning  in  1966.  As  further  ccmpensation  for  those  already  retired 
and  unable  to  benefit  fran  the  new  earnings-related  plan  the  Guaranteed 
Incane  Supplement  was  introduced  in  1967.  A  discussion  of  the  devel- 
opment of  OAS  and  CIS  since  the  mid-1960s  may  be  found  in  Volume  I, 
Chapter  3. 

CPP  Proposals  -  Basic  Features 

The  major  provisions  of  the  initial  White  Paper,  the  two  federal 
acts  and  the  Quebec  proposal  and  the  provisions  in  force  in  1979  are 
compared  in  the  chart  at  the  end  of  this  chapter.  To  be  discussed  here 
is  the  philosophy  underlying  the  original  provisions,  and  how  it  evolved 
to  arrive  at  the  design  that  was  finally  adopted  in  1965.  From  the 
beginning  the  government  declared  its  openness  to  suggested 
improvements: 

"...the  contributory  plan  to  which  this  government  has  bound  itself 
is  inflexible  only  in  its  main  purpose.  The  government  will 
therefore  v^elcone  fran  any  member  any  contribution  or  suggestion 
genuinely  designed  to  improve  the  legislation,  particularly  as  all 
other  parties  have  already  conmitted  themselves  to  the  principle 
and  idea  of  contributory  pensions" (12) 

The  "main  purpose"  was  defined  in  terms  of  certain  widely  accepted 
principles: 

"Each  party  has  gone  on  record,  reflecting  the  generally  held 
feeling  in  this  country,   that  such  a  scheme  must  be  comprehensive 


so  that  it  applies  to  the  widest  possible  group  of  Canadians,  and 
it  must  be  as  inexpensive  as  possible  while  returning  an  adequate 
pension  to  the  individual.  It  mist  be  truly  portable. . ."(13) 

In  brief,  the  program  outlined  in  the  summer  of  1963  contained  the 
following  features: 

-  conpulsory  coverage  for  paid  employees  but  voluntary  for  the 
self-enployed  since  the  latter  would  be  contributing  at  twice 
the  rate;  the  Armed  forces  and  RCMP  were  to  be  excluded. 

-  funding  would  be  on  a  pay-as-you-go  basis.  "It  is  possible. . .to 
construct  a  scheme  which... is  completely  funded;  but  this  would 
put  in  the  hands  of  the  state  tremendous  sums  of  money  which 
would  be  withdrawn  or  used  for  other  purposes. "(14) 

-  contributions  would  be  2  per  cent  of  earnings,  split  between 
employee  and  employer  in  the  case  of  those  employed,  up  to 
a  ceiling  of  $4,000.  "Average  earnings  in  the  country  are 
approximately  $4000  per  year,  and  for  this  reason  this  figure 
has  been  chosen  as  the  starting  level. "(15) 

-  pensions  would  be  payable  in  full  at  age  70,  or  on  a  permanently 
reduced  basis  as  early  as  age  65. 

-  there  would  be  a  transition  period  of  10  years  before  pensions 
reached  their  full  rate,  to  allow  existing  employer-sponsored 
plans  to  adjust  to  the  new  program. 

-  after  tlie  transition  period  benefits  would  amount  to  30  per  cent 
of  pensionable  earnings  at  age  70,  scaling  down  to  20  per  cent 
at  age  65. 

-  some  years  of  lew  earnings  could  be  dropped  fran  the  calculation 
of  pensions,  and  contributions  after  age  65  could  be  substituted 
for  prior  low-earnings  periods. 

-  earnings  ceilings  would  be  adjusted  "with  changes  in  the  general 
level  of  wages  and  salaries". (16) 

-  surviving  spouse  benefits  would  be  provided,  without  discrimina- 
tion on  the  basis  of  sex,  after  age  65. 

During  the  debate,  the  Minister  of  National  Health  and  Welfare 
outlined  some  uncovered  areas  that  might  be  dealt  with: 

"...ideally  there  would  be  provision  in  it  for  benefits  to  be  paid 
at  least  to  three  classes  of  persons  not  now  covered.  There  would 
be  widows  with  dependent  children;  those  contributors  who,  because 
they  becone  disabled  before  reaching  the  age  of  65  and  no  longer 


have  regular  earnings  are  now  covered  only  by  assistance  programs, 
and  orphans  of  contributors. "(17) 

The  minister  noted  that  a  constitutional  amendment  would  be 
required  to  permit  such  changes,  but  gave  no  indication  that  the  govern- 
ment intended  to  seek  such  an  amendment. 

The  question  of  the  method  of  funding  drew  criticism  from  the  New 
Democratic  Party: 

"The  way  the  government's  plan  is  worked  out,  with  all  its  sophis- 
try about  leaving  large  areas  to  private  plans  and  individual 
choice,  means  that  large  amounts  of  the  people's  savings  will  still 
be  in  private  hands,  in  the  hands  of  the  insurance  companies  to  be 
used  for  investment  in  ways  in  v^iich  they  think  fit  rather  tlian  the 
people  deciding  through  their  government  on  how  they  should  best  be 
used. "(18) 

For  the  most  part,  though,  formulation  of  the  plan  was  a  matter  for 
federal-provincial  rather  than  parliamentary  debates. 

Issu»s  in  Public  Controversy 

The  federal-provincial  conference  of  September  9  and  10,  1963,  ap- 
pointed a  technical  committee  to  find  common  ground  between  the  proposed 
CPP  and  Ontario's  mandated  plan.  By  that  time  it  was  assumed  that  the 
federal  proposals  wDuld  have  to  be  revised.  Questions  in  the  House  of 
Commons  elicited  little  information  about  the  government's  intention  to 
proceed  during  the  current  session.  In  the  meantime  the  public  debate 
was  escalating.  At  the  end  of  July,  the  Great  West  Life  Assurance 
Conpany  had  distributed  a  pamphlet,  "Let's  Raise  a  Storm,"  based  on  a 
speech  of  the  president,  v\hich  sought  to  prevent  implementation  of  the 
proposed  plan.  In  late  October  the  Minister  of  National  Health  and 
Welfare  advised  Parliament  that 

"We  in  my  department  have  taken  a  box  score. ...  letters  from  indi- 
viduals have  run  three  to  one  in  favour  of  the  Canada  pension  plan. 
However,  I  must  confess  that  fron  organizations  such  as  insurance 
conpanies  and  trust  corpanies  almost  the  opposite  ratio  has  been 
true. "(19) 

However  she  also  noted  that 

"...a  well  known  actuarial  firm  in  its  monthly  newsletter  referred 
in  glowing  tones  to  the  government's  actuarial  report,  and  it  is  a 
fact  that  not  one  solitary  voice  in  this  country  has  demonstrated 
in  any  way  or  even  attenpted  to  attack  the  actuarial  basis  of  the 
pension  plan  as  being  incorrect  or  fraudulent. "(20) 


Itie  conbined  efforts  of  the  insurance  and  trust  companies  and  the 
Chamber  of  Commerce  elicited  a  counter-campaign  in  favour  of  the  Canada 
Pension  Plan  by  the  Canadian  Labour  Congress.  Bryden  comments  that: 
"tJie  canpaign  undoubtedly  helped  to  offset  the  insurance  industry's 
ef  forts ....  By  the  time  of  the  joint  committee's  hearings,  even  the 
Chamber  of  Commerce  appeared  ready  to  acquiesce  in  the   inevitable. "(21) 

Throughout  the  autumn  of  1963  various  plan  design  options  were 
being  discussed,  although  policy  direction  ranained  generally  consistent 
with  the  outline  presented  to  Parliament  during  the  summer.  For  exam- 
ple, the  leader  of  the  New  Democratic  Party  asked  on  December  5  about  an 
alleged  federal  offer  to  return  half  the  funds  to  the  provinces;  the 
Prime  Minister  replied  that  it  was  not  an  offer  but  merely  one  of  a 
number  of  methods  of  dividing  the  surplus  in  a  contingency  fund;  it  was 
still  not  intended  that  the  plan  be  funded.  (22)  And  on  December  14 
the  Leader  of  tlie  Opposition  asked  about  a  report  emanating  from  the 
federal-provincial  conference  to  the  effect  that  Quebec  was  proposing  a 
4  per  cent  rather  than  a  2  per  cent  contribution  rate  as  the  price 
of  its  consent  to  a  constitutional  amendment.  The  Prime  Minister 
answered  that  Quebec  had  not  proposed  4  per  cent  for  the  Canada  Pension 
Plan  although  that  rate  was  suggested  for  Quebec's  own  plan;  and  since 
survivor  benefits  for  persons  under  age  65  were  not  yet  included,  no 
constitutional  amendment  was  needed.  (23)  However,  on  January  11,  1964 
the  Prime  Minister  wrote  to  the  provincial  premiers  to  outline  a  revised 
prcposal  that  had  resulted  from  their  discussions.  The  Speech  from  the 
Throne  opening  the  second  session,  February  18,  included  the  following 
passage : 

"A  measure  will  be  placed  before  you  to  establish   a  comprehensive 
system  of  contributory  pensions." (24) 

Revised  Proposals,   1964 

Details  of  the  revised  plan  were  provided  by  tlie  Prime  Minister  on 
February  20,  1964  during  the  Throne  Speech  Debate.  The  principal  change 
was  the  federal  government's  acceptance  of  a  higher  earnings  ceiling, 
resulting  in  an  initial  fund  that  would  be  available  for  provincial 
investment,  coupled  with  a  scaled-down  benefit  level  so  that  pensions 
could  be  taken  between  ages  65  and  70  at  a  reduced  rate  -  20  rather 
than  25  per  cent  of  average  pensionable  earnings.  While  the  Prime 
Minister  allowed  that  "our  consultations  with  the  provinces  have  led  us 
to  accept  this  revision  as  a  reasonable  one," (25)  on  the  basis  that  too 
high  benefits  over  a  short  transition  period  might  induce  people  to 
leave  their  private  plans,  he  conceded  that  they  were  "less  impressed" 
by  criticisms  of  the  Premier  of  Ontario  that  hinged  on  the  10-year 
transition  period.  Ontario  was  arguing  for  a  longer  transition  before 
benefits  became  payable  at  their  full  rate,  on  the  grounds  that  it  would 
cause  less  disruption  to  the  terms  and  provisions  of  existing  plans. 
Quebec,  for  similar  reasons,  was  also  interested  in  a  longer  period  -  20 
years  -  in  the  case  of   its  own  plan.     The  Prime  Minister  commented: 


"It  is  an  important  cxDnsideration,  and  I  do  not  underestimate  its 
inportance.  But  it  is  also  important  that  only  about  30  per  cent 
of  the  Canadians  now  at  work  are  beneficiaries  under  existing 
plans.  Ihe  urgent  social  need  is  surely  to  provide  for  the  other 
70  per  cent,  v/t\o  are  not  new  covered." (26) 

In  the  end  the  federal  government's  view  prevailed  and  a  10-year 
transition  period  was  adopted  for  both  the  Canada  and  Quebec  plans. 
Saskatchewan,  meanwhile,  had  argued  against  the  cut-back  in  benefits. 

At  the  same  time  the  matter  of  coverage  was  receiving  attention; 
some  bodies,  prominent  among  them  the  Canadian  Federation  of  Agricul- 
ture, were  suggesting  that  the  self-employed  also  ought  to  be  included 
on  a  conpulsory  basis  to  ensure  that  they  would  have  pension  benefits  to 
look  forward  to  in  old  age.  In  the  long  term,  this  viewpoint  prevailed, 
and  the  act  that  received  Royal  Assent  not  only  mandated  coverage  for 
both  paid  employees  and  the  self-employed  but,  as  the  result  of  an 
amendment  at  committee  stage  also  included  the  RCMP  and  Armed  Forces, 
hitherto  excluded. 

Bill  C-75  and  Provincial  Response 

The  introduction  of  Bill  C-75  on  March  17,  1964  led  straight  into 
the  debate  on  the  revised  proposal,  ^art  from  the  lower  benefit  level 
and  higher  earnings  ceiling  that  resulted  in  a  surplus  available  for 
provincial  investment  (particularly  since  the  $10  per  month  increase  in 
the  flat-rate  Old  Age  Security  would  not  have  to  ocme  from  the  CPP  con- 
tributions), and  a  suggested  dropout  provision  of  10  per  cent  of  low- 
earnings  months,  there  was  little  essential  change  from  the  proposals  of 
the  previous  summer.  However,  two  weeks  later  at  the  federal-provincial 
conference  in  Quebec  City,  the  v^ole  matter  was  put  in  doubt  ^en  Quebec 
outlined  proposals  for  its  own  plan: 

"Ihe  effect  was  electric.  To  most  of  the  other  provinces,  Quebec's 
formulation  seemed  far  superior  to  that  of  the  federal  government 
....Quebec's  plan  made  extensive  provision  for  survivor,  death, 
and  disability  benefits. .. .Beyond  providing  these  additional 
benefits,  the  Quebec  formulation  also  provided  higher  maximum  old 
age  benefits  than  Ottawa's,  less  regressivity  in  the  contribution 
structure,  and  substantially  greater  funding.  The  last  feature 
attracted  particular  attention  among  the  other  provinces. "(27) 

When  the  conference  ended  on  ^ril  2  a  major  rift  existed  between 
the  governments  of  Canada  and  Quebec  largely  on  the  basis  of  fiscal 
arrangements  rather  than  the  proposed  pension  plan,  although  Ontario 
announced  its  intention  of  looking  to  its  own  "standard"  pension  plan. 
The  turmoil  was  not  reflected  in  the  resultant  communique,  vAiich  read  in 
part: 


•"Ihe  federal  proposals  for  the  Canada  pension  plan  were  further 
discussed.  The  government  of  Quebec  indicated  that  its  proposed 
plan  would  be  one  which  could  provide  portability  of  benefits  with 
the  Canada  pension  plan,  and  there  was  general  agreement  to  ensure 
the  widest  possible  pension  coverage  for  Canadians. "(28) 

The  apparent  change  of  position  by  the  Ontario  Government  became 
the  subject  of  nuch  discussion.  In  answer  to  many  criticisms  Premier 
Robarts  in  a  speech  on  April  8,  outlined  his  concern  with  the  funds 
available  to  the  province  for  investment  if  a  national  plan  were  intro- 
duced,  adding: 

"I  have  been  accused  many  times  of  scuttling  the  Canada  Pension 
Plan.  I  think  it  is  now  evident  that  I  have  not  so  intended,  nor 
have  I  so  done.  I  have  tried  for  and  fought  for  the  best  possible 
pension  arrangements  for  the  people  of  Ontario  and  at  the  same  time 
have  been  aware  of  our  responsibility  as  part  of  Canada. "(29) 

Behind-the-scenes  efforts  by  officials  of  Quebec  and  the  federal 
government  allowed  the  Prime  Minister  to  announce  to  provincial  premiers 
on  April  16,  and  to  Parliament  on  April  20,  that  a  solution  had  been 
found  to  the  problems;  and  the  terms  of  the  two  proposed  plans  would  be 
dovetailed.  (30)  Also  on  ^ril  20  the  Premier  of  Ontario  announced  to 
the  legislature  that  most  of  Ontario's  concerns  had  been  answered  and 
that  it  was  the  government's  intention  to  amend  the  Pension  Benefits  Act 
to  remove  Part  IV  dealing  with  mandatory  plan  provisions. (31 )  The 
amendment  was  duly  passed  on  May  7.  While  there  is  no  reason  to  assume 
that  the  two  laws  WDuld  have  been  inccmpatible  or  mutually  exclusive, 
they  had  been  widely  regarded  as  such.  At  the  same  time,  however,  the 
Premier  speared  to  keep  open  the  option  of  establishing  a  provincial 
plan  parallel  to  the  CPP,   as  Quebec  intended. (32) 

The  result  of  the  Canada-Quebec  negotiations  was  a  compromise,  as 
can  be  seen  from  the  chart  at  the  end  of  this  chapter. 

-  Canada,  which  had  received  other  representations  on  the  subject 
in  any  case,  agreed  to  the  Quebec  proposal  that  coverage  be 
mandatory  for  self-employed  persons,  although  the  RCMP  and  Armed 
Forces  continued  to  be  excluded. 

-  Middle  ground  was  reached  between  the  federal  proposal  for  a 
total  2  per  cent  contribution  on  all  earnings  up  to  $4,500 
and  the  Quebec  proposal  of  a  total  4  per  cent  contribution  on 
earnings  between  a  basic  exemption  of  $1,000  and  a  maximum  of 
$6,000.  Ihe  solution  was  a  ccmbined  3.6  per  cent  rate  between  a 
basic  $600  exemption  ($800  for  the  self-employed)  and  a  maximum 
of  $5,000.  Quebec  agreed  to  allcw  contributions  by  persons  over 
age  65. 


-  The  benefit  rate  arrived  at  was  the  25  per  cent  proposed  by 
Quebec,  up  from  20  per  cent  in  the  federal  proposal  but  halfway 
in  the  range  of  20  per  cent  to  30  per  cent  originally  proposed 
by  Canada. 

-  Quebec's  more  inclusive  survivor,  death,  and  disability  pro- 
visions were  incorporated  into  the  Canada  plan,  though  this 
entailed  provision  of  survivor  benefits  to  disabled  widowers 
only,  a  retreat  fron  the  sexual  equality  embodied  in  the  ori- 
ginal federal  proposals. 

-  The  federal  proposal  for  dropping  a  set  percentage  of  low- 
earnings  months  fron  the  benefit  calculation  was  accepted  by 
Quebec  in  place  of  a  sliding  scale  based  on  age. 

-  The  federal  proposal  had  been  to  escalate  the  earnings  ceiling 
according  to  an  "earnings  index";  Quebec  had  proposed  to  esca- 
late the  earnings  ceiling  and  benefits  according  to  the  Consumer 
Price  Index  with  a  minimum  of  1  per  cent  and  a  maximum  of  2  per 
cent.  The  solution  was  the  development  of  the  Pension  Index, 
based  on  the  Consumer  Price  Index,  used  to  escalate  benefits 
and  (pending  development  of  an  Earnings  Index)  the  earning 's 
ceiling,  starting  in  1968  and  both  subject  to  the  2  per  cent 
annual  maximum. 

-  Both  Canada  and  Quebec  had  proposed  a  retirement  and  earnings 
test  between  ^es  65  and  70. 

Funding  Basis 

The  major  structural  change  from  the  earlier  federal  proposals 
was  in  the  move  from  a  very  low  contributory  rate  under  the  original 
pay-as-you-go  scheme  to  a  rate  high  enough  to  create  an  initial  surplus 
for  provincial  investment.  While  remaining  essentially  a  pay-as-you-go 
plan,  the  CPP  with  its  canbination  of  higher  contribution  rate,  higher 
earnings  ceiling,  lower  benefit  rate,  and  removal  of  the  cost  of  the  QAS 
increase  now  would  accumulate  an  initial  fund  much  larger  tlian  had  been 
projected  in  the  1963  proposals.  Under  Bill  C-75  Canada  had  offered 
one-half  of  the  somev^at  increased  fund  to  the  provinces  for  investment; 
Ontario  had  argued  for  90  per  cent  on  the  basis  that  the  remaining  10 
per  cent  would  be  a  fund  of  the  same  dimensions  as  the  contingency  fund 
under  the  original  proposal.  In  the  result,  the  federal  government 
would  hold  only  "the  estimated  amount  required  to  pay  benefits  and 
administrative  costs  over  a  three-month  period. "(33)  The  remainder 
would  be  provided  to  each  province  in  proportion  to  the  contributions 
fron  that  province,  and  any  funds  not  borrowed  by  provinces  would  be 
invested  in  federal  securities.  This  arrangement  was  the  price  of 
provincial  participation  in  a  nationally-administered  plan. 
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Once  acconunodation  had  been  reached  between  the  Canada  and  Quebec 
plans  the  way  was  clear  for  parliamentary  examination  of  the  revised 
proposals.  On  June  18,  1964  Parliament  was  presented  with  the  text  of 
an  address  to  Westminster  amending  Section  94A  of  the  ENA  Act, (34)  which 
it  approved.  On  August  10  a  white  paper  was  tabled,  (35)  followed  by  a 
revised  motion  introduced  by  the  Minister  of  National  Health  and  Welfare 
on  October  28.(36)  With  the  introduction  of  Bill  C-136  on  November  9, 
the  debate  began.  The  Bill  received  second  reading  on  November  18 
and  was  referred  to  a  Joint  Committee  of  the  Commons  and  the  Senate, 
empowered  to  hear  witnesses  and  receive  submissions. 

Amending  Formula 

Bill  C-136  contained  one  further  provision  that  had  not  previously 
been  mentioned  -  an  amending  formula  whereby  the  federal  legislation 
could  be  amended  only  with  approval  of  two- thirds  of  the  provinces 
having  two-thirds  of  the  affected  population  and  requiring  three  years' 
notice  of  changes  in  contribution  rates  and  benefit  levels.  The  measure 
was  incorporated  principally  at  the  insistence  of  Ontario  who  feared 
that  Parliament  otherwise  might  act  against  the  interests  of  the  prov- 
inces. The  federal  government,  anxious  to  have  the  plan  administered 
nationally,  conceded  the  point;  Parliament  thereby  allowed  the  provinces 
to  exercise  control  over  the  legislation. (37)  The  concession  in  effect 
gave  Ontario  a  veto  since  this  province  has  a  large  enough  population  to 
deny  the  two-thirds  approval  even  v^en  all  other  provinces  are  agreed. 
Ontario  has  exercised  its  veto  once,  in  the  natter  of  the  child-rearing 
dropout  proposal. (38)  The  requirement  of  three  years'  notice  for 
amendments  has  been  waived,  up  to  now,  by  unanimous  consent  of  the 
provinces. 

While  the  cotimittee's  deliberations  lasted  until  February  1965, 
they  produced  only  minor  amendments  to  the  bill  as  approved  in  prin- 
ciple. The  government,  as  well  as  the  Committee,  proposed  some  amend- 
ments at  tlie  third  reading  stage,  but  only  in  three  areas  were  changes 
incorporated: 

-  the  RCMP  and  Armed  Forces  were  included   in  coverage; 

-  provisions  for  orphans'  benefits  were  extended  to  the  children 
of  disabled  contributors; 

-  the  conmittee  had  recommended  an  increase  from  10  to  20  per 
cent  in  the  low-earnings  months  to  be  dropped  from  benefit 
calculation.  The  government  amended  this  to  15  per  cent  and  it 
was  approved  in  this  form. (39) 

Passage  and  Inplementation 

On  March  29,  1965  Bill  C-136  passed  third  reading  and  received 
Royal  Assent  on  April  3  at  the  end  of  the  parliamentary   session.      Con- 


11 


tributions  began  in  January,  1966  using  as  a  mechanism  for  deducting 
and  recording  earnings  the  Social  Insurance  Numbers  that  had  been  es- 
tablished for  tlie  Unemployment  Insurance  Commission.  As  can  be  seen 
from  the  record  of  the  debates  on  CPP,  the  Social  Insurance  Numbers 
themselves  received  more  attention  than  many  other  CPP  provisions. 

The  Quebec  Pension  Plan  became  effective  at  the  same  time  as  the 
CPP.  The  first  retirement  pensions  became  payable  in  1967,  survivors' 
benefits  in  1968,  and  disability  pensions  in  1970.  Until  1973  the  CPP 
remained  unchanged. 


THE  RECE3S1T  PAST 

The  first  indication  of  possible  changes  in  the  act  came  in  the 
federal  government's  White  Paper  on  Income  Security  at  the  end  of  1970. 
One  major  proposal  was  for  an  increase  in  the  earnings  ceiling.  (40) 
Because  of  the  2  per  cent  maximum  escalation  in  the  Pension  Index,  the 
Year's  Maximum  Pensionable  Earnings  (YMPE)  figure  was  rising  by  only 
$100  per  year.  Both  inflation  and  the  general  growth  in  wages  and 
salaries  had  far  outstripped  the  YMPE,  which  therefore  no  longer  repre- 
sented average  earnings.  The  White  Paper  recommended  new  ceilings  of 
$6,300  in  1973,  $7,100  in  1974,  and  $7,800  in  1975;  under  the  existing 
system  the  1975  figure  would  have  been  only  $5,800.  Under  the  amending 
provisions  of  the  CPP  no  remedy  could  take  effect  before  1973.  The 
White  Paper  proposal  was  however,  overtaken  by  events. 

Unilateral  QPP  Changes 

Quebec  had  long  argued  that  the  Government  of  Canada  should  vacate 
the  welfare  field  in  that  province,  including  both  universal  and  income- 
tested  pensions.  The  failure  to  achieve  agreement  in  natters  of  social 
security  led  to  the  rejection  by  Quebec  of  the  constitutional  amendment 
prcposal  at  tlie  Victoria  conference  in  1971.  At  the  time  Quebec  was 
preparing  a  massive  restructuring  of  social  welfare  programs  in  line 
with  the  Castonguay-Nepveu  report  on  health  and  social  welfare.  (41) 
After  the  meetings  in  Victoria,  Quebec  amended  the  QPP  to  increase  the 
maximum  Pension  Index  escalation  from  2  per  cent  to  3  per  cent  annually, 
raise  the  YMPE  gradually  from  $5,600  to  $6,300  by  1975,  increase  the 
flat-rate  canponent  for  survivor  and  disability  benefits,  and  liberalize 
the  retirement  test.  Fran  this  point  on  the  Canada  and  Quebec  plans 
lacked  the  parallelism  that  had  resulted  from  the  1964  ccanprcmise. 

In  the  spring  of  1973  the  federal  government  tabled  its  "Working 
Paper  on  Social  Security  in  Canada" (42)  calling  for  a  federal-provincial 
review  of  the  patchwork  quilt  of  social  programs  that  had  developed.  In 
a  section  on  the  Canada  Pension  Plan,   the  working  paper  asked: 
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"(a)  should  the  ceiling  on  the  escalation  of  CPP  pensions  be 
removed  or  alternatively  raised  from  2  to  3  per  cent  as  the 
Province  of  Quebec  has  done  in  the  Quebec  Pension  Plan? 

(b)  should  the  year's  maximum  pensionable  earnings. . .be  in- 
creased, either  in  line  with  the  Quebec  increase. . .or  to  the 
levels  proposed  in  the  Government  of  Canada's  1970  White 
Paper? 

"For  its  part  the  Government  of  Canada  would  favour  full  escalation 
of  pension  benefits,  and  the  increase  of  the  year's  maximum  pen- 
sionable earnings  to  $7,800  by  1975. "(43) 

CPP  Amendments,   1973-1974 

Agreement  with  tlie  provinces  was  quickly  reached  on  the  most  urgent 
amendments  to  be  enacted,  and  the  act  amending  the  CPP  received  Royal 
Assent  on  December  12,  1973.(44)  By  unanimous  agreement  the  waiting 
period  was  waived  by  tlie  provinces  so  that  the  provisions  could  take 
effect  at  the  beginning  of  1974.     The  following  changes  v«re  made: 

-  Ihe  2  per  cent  ceiling  on  the  Pension  Index  was  ronoved,  allow- 
ing benefits  to  escalate  fully  for  increases  in  the  Consumer 
Price  Index. 

-  Ihe  calculation  period  for  indexing  was  moved  from  the  year 
ending  June  30  to  the  year  ending  October  31,  thereby  making 
benefit  adjustments  (January  of  each  year)  more  responsive  to 
price  increases. 

-  The  YMPE  was  raised  to  $6,600  in  1974  and  $7,400  in  1975, 
with  a  corresponding  increase  in  the  YBE  to  $700  ($900  for  the 
self-employed ) . 

-  The  flat-rate  benefit  component  was  escalated; 

-  The  Pension  Index  limitation  was  removed  for  survivor  and 
disability  pensions. 

QPP-CPP  Co-ordination 

At  this  time  Quebec  agreed  to  modify  its  plan  in  harmony,  and 
once  again  the  two  plans  were  on  the  way  to  restoring  their  prior 
parallelism. 

The  second  stage  of  the  amendments  followed  a  year  later,  with  the 
act  receiving  Royal  Assent  on  November  27,  1974.(45)  This  time  the 
major  provisions  were  as  follows: 
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-  The  YMPE  was  escalated,  beginning  in  1976,  by  12-1/2  per  cent 
per  annum  until  it  reaches  the  Industrial  Gcmposite  of  vvages  and 
salaries;  at  that  time  it  will  be  increased  in  line  with  that 
measurement. 

-  The  YBE  was  lowered  from  12  per  cent  of  the  YMPE  to  10  per  cent, 
and  the  higher  minimum  for  the  self-onployed  vvqs  eliminated. 

-  The  retiranent  test  was  removed,  making  benefits  payable  between 
65  and  70  without  regard  to  outside  earnings. 

-  Surviving  spouse  benefits  were  made  available  to  men  on  the  same 
basis  as  they  v^ere  previously  paid  to  vsonen. 

-  Allowance  was  made  for  conmon-law  marriages. 

Members  of  religious  sects  were  permitted  to  elect  not  to 
contribute  on  self -employment  earnings  if  their  religion  so 
required. 

In  their  major  thrust,  the  amendments  reflected  a  society  that  had 
changed  since  the  inception  of  the  plan:  wages  had  grown  more  rapidly 
than  tlie  YMPE,  so  that  it  no  longer  represented  average  earnings;  women 
had  entered  the  work-force  in  increasing  numbers  and  were  demanding 
equality  of  treatment  in  fringe  benefits;  and  the  earnings  test  for 
people  retiring  at  the  canmonly  accepted  retirement  age  of  65  was  no 
longer  tolerable.  Similar  amendments  were  made  to  the  Quebec  Pension 
Plan,  except  that  the  retirement  test  was  not  ranoved  until  1977.  The 
major  features  of  the  QPP  that  differed  from  the  CPP  at  this  juncture 
(and  remain  today)  were  the  higher  flat- rate  component  of  the  benefit 
for  survivors  under  65  and  disability  pensioners,  and  a  lower  benefit 
for  dependent  children. 

Recent  Changes;  Child-rearing  Dropout  Proposal 

A  final  set  of  amendments  to  the  legislation  received  Royal  Assent 
on  July  14,  1977.(46)  Again,  the  three-year  waiting  period  was  waived 
by  unanimous  consent;  but  one  provision  of  the  legislation  has  not  been 
proclaimed  because  the  required  approval  by  two- thirds  of  the  provinces 
having  two-thirds  of  the  affected  population  was  not  forthcoming.  The 
exception  is  the  child-rearing  dropout  provision,  under  which  persons 
leaving  the  labour  force  to  care  for  their  young  children  could  drop 
certain  years  fron  the  calculation  of  their  eventual  benefit.  Ontario 
withheld  consent,  thereby  effectively  vetoing  the  measure  -  although 
British  Columbia  later  reversed  its  position  and  voted  against  the 
proposal.  Should  Ontario  reverse  its  position,  the  amendment  could 
still  take  effect.  Oaebec  incorporated  a  child-rearing  dropout  provi- 
sion in  its  own  plan;  hence  the  CPP  and  QPP  at  present  differ  in  a 
potentially  significant  respect. 
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Amendments  approved  by  tlie  provinces  provided  for:  splitting  of 
pension  credits  between  spouses  in  the  case  of  termination  of  marriage; 
a  longer  period  of  backdating  pension  payments  in  cases  of  late  ap- 
plication; full  children's  benefits  to  each  child  regardless  of  family 
size  (instead  of  half  the  regular  rate  for  the  fifth  and  additional 
children. ) 

Changes  since  the  passage  of  the  original  Act  in  1965,  while 
moving  the  plan  forward  in  line  with  clianging  conditions  and  attitudes, 
have  not  altered  the  plan's  direction  fundamentally.  In  fact,  changes 
between  the  White  Paper  in  1963  and  the  final  plan  in  1966  were  far 
greater  tlian  any  changes  since  tlien. 

Funding;   Still  an  Issue 

In  one  major  aspect  -  funding  -  the  CPP  has  yet  to  find  its  ulti- 
mate form.  We  have  seen  how  the  original  intention  of  a  pay-as-you-go 
plan  with  low  contributions  yielded  to  provincial  pressure  for  a  degree 
of  funding  as  a  source  of  low-cost  investment  funds.  Decisions  to  be 
faced  in  the  next  few  years  centre  on  the  type  of  plan  desired  and  the 
mechanism  for  arriving  at  it.  Sane  critics  of  the  plan  claim  that  it  is 
going  bankrupt  and  that  the  government  is  not  aware  of  the  problem.  For 
exanple  v^en  the  Auditor  General  of  Canada  made  mention  in  his  1977 
report(47)  that  the  critical  year  for  the  CPP  fund  was  approaching, 
there  was  a  wave  of  anxious  comment  from  the  press  and  the  pension 
industry.  In  fact,  however,  to  foresee  a  funding  "crisis"  is  to  ignore 
the  intentions  of  the  framers  of  CPP,  as  explained  in  the  original 
debate. 

On  more  than  one  occasion  the  Minister  of  National  Health  and 
Welfare  stated  explicitly  that,  after  sane  10  to  20  years  of  operation, 
the  CPP  contribution  level  would  have  to  be  revised,  regardless  of  the 
funding  method: 

June  18,  1963  -  "The  relation  of  benefits  to  earnings  will  settle 
out  in  a  way  that  makes  it  safe  to  estimate  that  for  the  first  10 
years  the  contribution  rate  will  not  need  to  be  more  than  2  per 
cent  of  earnings. "(48) 

March  17,  1964  -  "Ihis  initial  low  rate  will  continue  in  force  for 
15  years,  followed  by  a  gradual  increase  over  the  years. "(49) 

November  16,  1964  -  "The  combined  contribution  rate  of  3.6  per 
cent... is  proposed  as  a  rate  that  can  be  expected  to  finance  the 
plan  for  at  least  20  years,  without  liquidating  any  of  the  invest- 
ment reserve  that  will  be  built  up  meantime.  All  the  actuary's 
estimates  indicate. . .that  some  time  after  the  plan  is  20  years 
old  there  will  be  a  need  to  reassess  its  finances.  By  that  time 
experience  of  the  plan  will  have  made  possible  considerably  more 
precise  estimates  of  its  costs.   The  range  of  population  and 
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econcmic  projections  is  too  wide  for  it  to  be  realistic  to  try  to 
anticipate  now  v^at  should  be  decided  more  than  a  generation  hence. 
The  timing  of  any  change  will,  of  course,  depend  in  part  on  the 
views  that  are  then  taken  about  the  desirability  of  continued 
partial  funding  and  about  many  other  points  of  economic  policy." 
(50) 

During  debate  on  third  reading   of   the   bill,    the  Minister  of  National 
Revenue  stated: 

"...at  some  stage,  say  in  about  20  years,  one  may  have  to  face  a 
diminishing  fund  or  the  alternative  of  increasing  the  rates. "(51) 

Funding  methods  have  figured  in  some  subsequent  discussions  between 
the  federal  and  provincial  governments;  Ontario's  position  was  made 
public  on  /^ril  1,  1976.(52)  To  date  however,  no  decision  has  been 
reached.  This  Commission's  studies  on  the  subject  may  be  found  later  in 
this  volume,  with  its  reccramendations  for  future  action. 
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CHRONOLOGY  OB^   HISTORICAL   ra^VELOPMENT 


February 
1958 


Government  of  Canada  commissioned  Professor  R.M. 
Clark  to  study  the  Canadian  and  U.S.  public  pension 
systems. 


January  17, 
1962 


Prime   Minister   sought  provincial    agreement   for 
an  amendment  to  Section  94A  of  the  British  Ttorth 
America  Act  to  allow  inclusion  of  survivor  benefits 
in   a  contributory,    wage-related    pension    plan. 
Quebec  withheld  approval. 


April  6, 
1962 


Pension  Benefits  Act  introduced  in  Ontario,  "for 
study  and  discussion  only." 


March  19, 
1963 


"An  Act  to  provide  for  the  extension,  improvement 
and  solvency  of  pension  plans  and  for  the  porta- 
bility of  pension  benefits"  introduced  in  Ontario. 
Passed  ;^ril  26,  1963. 


May  16, 
1963 


Speech  from  the  Throne,  1st  Session  of  the  26th 
Parliament  announced  "a  comprehensive  system  of 
contributory  pensions." 


May  21, 
1963 


Premier  of  Quebec  revealed  that  the  province  was 
considering  legislation  similar  to  Ontario's,  on 
portable  pensions. 


June  21, 
1963 


Minister  of  National  Health  and  Vfelfare  introduced 
a  resolution  in  the  House  of  Gcsiimons  on  the  Canada 
Pension  Plan.     Motion  agreed  to. 


Prime  Minister  wrote  to  provincial  premiers, 
enclosing  the  resolution  and  suggesting  a  federal- 
provincial  conference  to  deal  with  pensions. 


July  18, 
1963 


Minister  of  National  Health  and  Welfare  tabled 
White  Paper;  debated  by  Committee  of  the  v^ole 
House . 


July  26,  27, 
1963 


Federal -provincial  conference  discussed  pensions. 


September  9,  10, 
1963 


Further  federal -provincial  conference  established  a 
technical  committee  to  find  common  ground  between 
the  proposed  Canada  Pension  Plan  and  Ontario's 
Pension  Benefits  Act,  v^ich  mandated  provincially- 
portable  pensions  for  employers  with  15  or  more 
employees. 
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January  11, 
1964 

February  18, 
1964 


Prune  Minister  wrote  to  premiers  to  outline  revised 
proposal . 

Speech  fran  tiie  Ihrone,  Second  Session,  promised 
legislation  "to  establish  a  canprehensive  systQii  of 
contributoL-y  pensions."  Prime  Minister  outlined 
amended  fonii  duriny  Tlirone  i:^ech  debate,  February 
20.  Ontario  expressed  some  concern  with  new 
measure . 


March  11, 
1964 


March  31- 
^ril  2, 
1964 


/^ril  16, 
1964 


;^ril  20, 
1964 


Minister  of  National  Health  and  Welfare  reintro- 
duced a  motion  dealing  with  the  pension  plan,  and 
debate  opened  March  17   (Bill  C-75). 

Federal-provincial  conference  in  Quebec  City,  where 
the  Quebec  government  outlined  proposals  for  its 
plan  v^*iich  vjould  be  portable  with  the  Canada  Pen- 
sion Plan. 

Prine  Minister  wrote  to  premiers  to  announce  that 
it  had  been  possible  to  reconcile  the  Canada  and 
Quebec  plans. 

Prime  Minister  tabled  his  letter  to  the  provinces. 

Premier  of  Ontario  announced  tliat  most  of  Ontario's 
concerns  had  been  answered,  and  his  government 
therefore  would  amend  the  Pension  benefits  Act  to 
remove  tlie  mandatory  pension  plan  provisions.  This 
amendment  was  passed  on  I'lay  7. 


June  18, 
1964 


August  10 
1964 

October  28, 
1964 

November  9, 
1964 

February  22, 
1965 

March 
1965 


Parliament  approved  a  joint  address  to  Westminster 
to  amend  Section  94A  of  the  British  North  America 
Act  to  allow  for  the  provision  of  survivors'  and 
disability  benefits  in  federal  legislation. 

Minister  of  National  Health  and  Welfare  tabled  a 
further  V^ite  Paper  on  the  Canada  Pension  Plan. 

Amended  notion  by  Minister  of  National  Health  and 
Welfare,   reflecting  discussions  with  the  provinces. 

Bill  C-136  introduced.  Received  second  reading  on 
November  18;   referred  to  joint  committee. 

Debate  on  third  reading  of  C-136  as  amended  by  the 
joint  camiittee. 

Provincial  agreenent  received  for  constitutional 
amendment . 
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March  29, 
1965 


Bill  C-136  passed;   received  Royal   Assent  April   3, 
1965. 


January  1966 
January  1967 
February  1968 
February  1970 
December  1973 


November  1974 


July  1977 


CPP  and  QPP  contributions  began. 


First  retirement  pensions  payable. 
First  survivors'  benefits  payable. 
First  disability  benefits  payable. 


Pension  Index  ceiling  renoved;  benefits  would  rise 
in  January  of  each  year  for  full  increases  in  the 
Consumer  Price  Index.  YMPE  raised  to  $6,600  for 
1974  and  $7,400  for  1975.  Increase  in  flat-rate 
canponent. 

YMPE  for  1976  and  later  to  escalate  at  12.5  per 
cent  per  year  until  it  reaches  the  Average  Indus- 
trial Wage.  Basic  exemption  (YBE)  reduced  to 
10  per  cent  of  YMPE  from  12  per  cent.  YBE  for 
self-employed  same  as  for  enployees.  Retirement 
and  earnings  test  ranoved:  full  benefits  payable 
from  age  65.  Sex  discrimination  in  ancillary 
benefits  removed:  spouses  and  children  of  female 
contributors  treated  the  same  as  those  of  male 
contributors.  Common-law  marriage  recognized. 
Members  of  certain  religious  sects  permitted  to  cypt 
out  if  self-employed. 

Credit  splitting  upon  termination  of  marriage  in- 
troduced. Dropout  provision  approved  but  not 
proclaimed.  Limitation  on  orphans'  benefit  for 
fifth  and  later  children  repealed. 
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Chapter  2 


Summary  of  Plan  Features 


Canada  Pension  Plan  benefits  are  earnings-related,  are  payable 
as  monthly  retirement  pensions  at  age  65,  and  are  based  on  required 
contributions  of  anployees,  employers,  and  the  self-employed.  Benefits 
are  also  provided  for  disabled  contributors,  surviving  spouses,  and 
dependent  children;  and  a  lump-sum  benefit  is  payable  on  the  death  of  a 
contributor.  All  monthly  benefits  are  adjusted  annually  according  to 
increases  in  the  Consumer  Price  Index. 

Pension  credits  under  the  plan  are   fully  portable  throughout   the 
individual's  working  life,   and  are  updated  to  reflect  increases  in 
general  wage  and  salary  levels. 

A  GPP  contributor  retiring  in  1979  could  receive  a  pension  of  up  to 
$218.06  a  month,  depending  on  average  earnings.  A  disability  pensioner 
could  receive  a  maximum  of  $216.06,  and  a  surviving  widow  or  widower  up 
to  $134.28.  The  dependent  child  of  a  disabled  or  deceased  contributor 
was  entitled  to  a  flat-rate  monthly  benefit  of  $52.51.  The  maximum 
death  benefit  in  1979  was  a  one-time  payment  of  $1,170. 

While  any  province  may  elect  to  establish  its  own  earnings-related 
pension  plan,  only  Quebec  has  done  so.  Terms  of  the  Canada  and  Quebec 
plans  are  similar,  however,  and  full  portability  between  them  is  main- 
tained.    Benefits  under  botli  plans  are  payable  anywhere  in  the  world. 

Coverage  is  virtually  universal  for  members  of  the  work-force 
between  ages  18  and  65,  and  extends  to  those  over  65  but  under  70  who 
defer  their  retirement.  Generally,  all  employees,  employers,  and 
self-employed  persons  are  required  to  make  regular  contributions  on  all 
eligible  earnings  -  through  payroll  deductions  v*iere  possible,  otherwise 
through  the  incone  tax  mechanism. (1) 
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Eligible  earnings  are  defined  as  all  income  from  employment  or 
self-employment  above  a  specified  minimum  and  up  to  a  specified  maximum. 
For  1979  the  basic  exemption  (YBE)  was  $1,100  and  the  earnings  maximum 
(YMPE)  $11,700,  so  that  a  person's  eligible  earnings  could  be  as  high  as 
$10,600.  Contribution  rates  (unchanged  since  the  CPP  was  instituted) 
are  1.8  per  cent  for  employees  and  an  equal  amount  from  their  onployers, 
and  3.6  per  cent  for  the  self-employed.  Thus,  for  individuals  with 
earnings  at  or  above  the  YMPE  in  1979,  contributions  on  an  annual  basis 
amounted  to  $190.80,  or  $381.60  if  self-employed. 

Portability  is  ensured  through  the  central  recording  of  all  con- 
tributions in  individual  accounts.  In  effect,  a  single  contribution 
is  sufficient  to  entitle  a  person  to  an  eventual  retirement  benefit. 
Vesting  is  immediate  since  no  minimum  period  of  service  or  continuity  of 
employment  in  a  particular  location  or  occupation  is  required.  Porta- 
bility is  furtlier  enhanced  through  the  operation  of  an  updating  for- 
mula at  the  time  benefits  are  calculated,  so  that  pension  credits  once 
earned  retain  their  value  in  relation  to  the  rising  levels  of  wages  and 
salaries. 

Retirement  pensions  are  equal  to  25  per  cent  of  pensionable  earn- 
ings (all  earnings  up  to  the  YMPE,  disregarding  the  basic  exemption)  av- 
eraged over  tlie  number  of  mDnths  the  individual  could  have  contributed, 
that  is,  from  January  1966  or  the  person's  18th  birthday  if  later. 
Before  the  25  per  cent  is  applied,  however,  both  earnings  and  con- 
tributory months  are  subject  to  adjustment  -  first,  to  restate  the 
individuals 's  earnings  in  terms  of  current  wage  levels,  and  second,  to 
eliminate  from  averaging  certain  months  of  low  earnings. 

Pensionable  earnings  for  each  montli  of  the  person's  contributions 
are  updated  by  means  of  a  ratio  of  the  average  YMPE  for  the  latest  three 
years  (including  the  year  the  pension  is  to  commence)  to  the  YMPE  in 
effect  at  the  time  of  the  contributions.  Thus,  for  example,  a  person 
whose  earnings  had  been  consistently  at  75  per  cent  of  the  YMPE  could 
expect  a  pension  equal  to  75  per  cent  of  the  maximum  benefit  in  the  year 
of  retirenent.  The  YMPE,  it  should  be  noted,  is  intended  to  represent 
an  average  of  industrial  earnings.  At  present  it  is  scff^e^^^at  lower,  and 
for  that  reason  is  increased  by  12-1/2  per  cent  annually;  eventually  it 
will  be  escalated  according  to  increases  in  average  wages  and  salaries 
as  measured  by  Statistics  Canada   (the  "Industrial  Ccxnposite") . (2) 

Contributory  months  may  be  adjusted  in  three  ways.  First,  the 
person's  contributory  period  is  automatically  reduced  by  any  months 
for  v\Aiich  a  CPP  disability  pension  was  payable.  Then  contribution 
months  before  age  65  may  be  dropped  out  according  to  the  number  of 
contribution  months  after  tliat  age.  Finally,  the  remaining  months  may 
be  reduced  by  15  per  cent,  provided  that  the  balance  used  in  averaging 
must  be  at  least  120  months.  (3)  This  last  "dropout"  allowance,  which 
may  be  as  much  as  seven  years,  recognizes  as  a  normal  characteristic  of 
careers  various  breaks  in  work-force  activity  associated  with  education. 
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retraining,  illnesses,  unemployment,  and  child-bearing.  (A  specific 
allowance  for  years  of  child-rearing  has  been  enacted  but  not  yet  pro- 
claimexJ,   as  discussed  in  Chapter  8). 

Transitional  aspects  of  the  CPP  during  its  first  ten  years  of 
operation  affected  the  retirement  rights  and  benefit  amounts  of  many 
members  of  the  present  over-65  population.  First,  the  eligibility  age 
for  retirement  originally  was  68,  reducing  to  age  65  by  1970.  More 
important  to  tiie  present  discussion,  however,  is  the  fact  that  retire- 
ment pensions  commencing  before  1976  were  effectively  reduced  in  all 
cases.  Because  they  were  averaged  over  a  minimum  of  120  months,  no  one 
could  receive  full  credit  for  pensionable  earnings  until  contributions 
had  been  made  for  at  least  120  months;  that  point  could  be  reached  at 
the  earliest  by  saneone  who  had  contributed  regularly  from  January  1966 
through  Deconber  1975.  Those  who  chose  to  take  a  retirement  pension 
during  this  transition  period  (or  who  reached  age  70  and  had  no  choice) 
received  fractional  pensions:  one-tenth  of  the  full  amount  if  one 
year's  contributions  had  been  made,  five-tenths  after  five  years,  and  so 
on.  No  such  reduction,  however,  was  applicable  to  disability,  survivor, 
or  dependent  children's  benefits,  although  these  benefits  required 
contributions  for  a  minimum  of  from  three  to  five  years,  and  so  were  not 
payable  in  the  early  years  of  the  plan.  The  phasing-in  of  various 
benefits,  especially  the  retironent  pension,  was  canplete  by  January  of 
1976;  at  that  time  the  plan  was  said  to  have  "matured." 

Surviving  spouses'  pensions  are  pertinent  to  a  consideration  of 
elderly  person's  incomes,  since  many  spouses  in  the  present  over-65 
population,  especially  women,  will  have  little  or  no  CPP  entitlement  in 
their  own  right.  Eligibility  for  a  surviving  spouse's  pension  depends 
on  contributions  for  ten  years,  or  for  one- third  of  the  years  in  which 
contributions  could  have  been  made,  subject  to  a  minimum  of  three  years. 
The  benefit  for  a  survivor  between  ages  45  and  65  is  a  flat-rate  amount 
($52.51  in  1979)  plus  37.5  per  cent  of  the  amount  of  retirement  pension 
the  contributor  would  have  received  if  age  65  had  been  attained.  The 
same  amount  applies  v^ile  a  survivor  under  age  45  has  dependent  children 
or  is  disabled;  otherwise  there  is  a  reduction  of  1/120  for  each  month 
the  survivor  was  under  45  at  the  time  of  the  contributor's  death.  No 
benefit,  except  for  the  lump-sum  death  benefit  which  applies  in  any 
case,  is  payable  if  the  surviving  spouse  is  under  age  35  and  is  neither 
disabled  nor  has  dependent  children;  but  a  full  benefit  may  be  payable 
in  the  event  of  subsequent  disability.  Each  child,  while  a  dependent, 
is  entitled  to  a  monthly  benefit  equal  to  the  flat-rate  portion  of  other 
ancillary  benefits:  $52.51  in  1979.  The  maximum  monthly  pension  for  a 
surviving  spouse  under  65  was  $134.28  in  1979  (not  counting  children's 
benefits) . 

Survivors  aged  65  or  over  receive  a  scmev^at  lower  amount,  normally 
60  per  cent  of  the  deceased  person's  retirement  pension.  If  the  sur- 
vivor has  a  CPP  pension  in  his  or  her  own  right,  however,  a  combined 
pension  may  be  payable  up  to  a   total   equal    to   the   applicable  maximum 
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retiranent  pension,  $218.06  in  1979.  Assuming  no  personal  retirement 
pension,  the  maximum  payable  in  1979  to  a  surviving  spouse  aged  65  and 
over  was  $130.84. 

Division  of  pension  credits  or  "credit-splitting"  is  a  relatively 
new  feature  of  the  CPP.  On  termination  of  a  marriage  in  1978  and  later, 
either  spouse  may  apply  within  three  years  for  an  equal  division  of  CPP 
credits  earned  by  botli  persons  during  the  period  of  the  marriage.  (4) 
The  process  includes  disclosure  to  both  parties  of  "pensionable  earn- 
ings" credited  to  them  before  and  after  tlie  division,  and  a  thirty-day 
period  during  v\*iich  the  applicant  may  withdraw  if  he  or  she  wishes  to  do 
so.  Where  such  a  division  is  nede,  one  spouse  will  usually  have  gained 
a  measure  of  CPP  protection  for  such  contingencies  as  disability,  death, 
and  retirement. 

Other  CPP  features  include  disability  pensions  and  death  benefits, 
both  described  else\^ere.  All  benefits  are  treated  as  income  for  tax 
purposes,  and  are  considered  to  be  "other  income"  in  determining  the 
amount  of  benefits  under  income-tested  programs  -  Guaranteed  Income 
Supplement,  Spouse's  Allowance,  and  GAINS. 

Issues  have  arisen  over  some  aspects  of  tlie  benefit  features  of  the 
plan.  These  are  discussed  in  Chapter  8. 
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Table  1 

CPP  Statistics 

1.  Number  of  Recipients  in  Ontario,  June  1979 

Retirement  benefits  347,113 

Disability  pensions  42,711 

Children's  benefits  -  under  18  14,448 

-  18  and  over  3,416 
Lunp-sum  death  benefit  2,042 
Surviving  spouse  pension  95,176 

Orphan's  benefits  -  under  18  38,193 

-  18  and  over  10,668 
Combined  pensions  14,384 
IVDtal 568,151 

2.  Anx)unt  of  New  Benefits  Payable  in  Ontario,  June  1979 

Ontario 

Maximum Average 

Retirement  benefits  $  218.06  $159.97 
Disability  pensions  216.06      182.88 

Children's  benefits  52.51  52.51 
Lump-sum  death  benefit  1,170.00  926.92 
Surviving  spouse  pension      134.28      112.39 

Orphan's  benefits  52.51  52.51 
Conbined  pensions 218.06 151.62 

3.  Benefit  Payments  in  Ontario,  June  1979,  (g'OOO) 
Retiranent  pensions  $40,233.3 
Disability  pensions  8,444.6 

Children's  benefits  -  under  18  924.9 

-  18  and  over  246.7 
Lunp-sum  death  benefits  1,892.8 
Surviving  spouse  pension  10,945.8 

Orphan's  benefits  -  under  18         2,097.9 

-  18  and  over  656.4 
Conbined  pensions  2,150.4 
Total 67,592.7 

4.  Benefits  as  Per  cent  of  GNP  (Fiscal  year  ending  March  31,  1978) 
Canada  -  . 48  per  cent        Ontario  -  . 26  per  cent 

5.  Benefits  as  Per  cent  of  Federal  Expenditures  (Fiscal  year  ending 
March  31,  1978) 

Canada  -  2.3  per  cent        Ontario  -  1.3  per  cent 

6.  Contributions  (1978-79) 

Canada  -  $2.1  billion        Ontario  -  not  available 

7.  Individual  Maximum  Contribution  (1979) 

Employee  -  $190.80  Self-employed  -  $381.60 

8.  Earnings  Ceiling;  Basic  Exeitption  (1979) 
YMPE  -  $11,700  YBE  -  $1,100 

Source  Canada  Pension  Plan,  Statistical  Bulletin,  Special  Edition  1979; 
additional  data  fron  Department  of  National  Health  and  Welfare, 
Department  of  Finance. 
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NOTES 

( 1 )  Certain  individuals  may  be  excluded  because  of  religious 
convictions  against  joining  such  a  plan.   They  may  rejoin  after 
opting  out,  but  once  back  in  the  option  to  leave  again  is  no  longer 
applicable. 

(2)  Based  on  data  provided  by  Statistics  Canada:   monthly  averages  of 
weekly  industrial  composite  wages  and  salaries,  1978  (including 
preliminary  figures  for  November  and  December).   Average  weekly 
wages  and  salaries:   $265.38;  annual  average:   $13,799.76;  1978 
YMPE  was  $10,400. 

(3)  Applicable  to  persons  retiring  in  January,  1976  and  later.   For 
retirements  during  the  transition  period  {1967  through  1975) 
benefits  were  effectively  reduced  by  the  requirement  that  "basic 
contributory  months"  must  total  at  least  120.   Thus,  a  person  who 
has  contributed  throughout  1966  and  retired  in  January,  1967  would 
have  been  entitled  to  12/120  of  the  25  per  cent,  or  2 . 5  per  cent  of 
pensionable  earnings. 

(4)  Section  53.2  of  the  Canada  Pension  Plan  Act  (S.C.  1976-77,  c.  36, 
S.7)  reads: 

"An  application  in  writing  to  the  Minister  may  be  made  by  or 
on  behalf  of  either  former  spouse  to  a  marriage  or  his  estate 
or  such  person  as  may  be  prescribed  by  regulation  within  3  6 
months  of  the  date  of  a  decree  absolute  of  divorce  or  of  a 
judgment  of  nullity  of  the  marriage,  granted  or  rendered  on  or 
after  January  1,  1978,  for  a  division  of  the  unadjusted 
pensionable  earnings  of  the  former  spouse." 
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Chapter  3 


Demography 


Demography  attempts  to  identify  population  trends  and  make  pro- 
jections for  the  future,  based  on  a  statistical  study  of  births,  deaths, 
and  migration.  Only  time  can  verify  demographic  projections;  but  they 
must  be  made  if  successive  generations  are  to  plan  intelligently  for  the 
future.  Just  how  uncertain  that  future  can  be  is  illustrated  by  the 
following  extract  from  Leonard  Marsh's  report,  written  in  1943,  on 
social  security  for  Canada: 

"The  indications  are  that  if  the  birth  rate  continues  to  decline 
and  our  vsorking-population  deficiency  is  not  supplemented  by  immi- 
gration, the  result  will  be  fewer  and  fewer  people  of  working 
age  being  obliged  to  carry,  in  one  way  or  another,  the  burden  of 
support  for  more  and  more  persons  who  have  passed  the  span  of 
useful  employment.  The  problem  is  not  therefore  one  that  can  be 
disregarded  or  tossed  lightly  aside.  EVen  if  we  do  nothing  at  all, 
the  fact  will  still  face  us  that  tJiirty  years  fron  now  our  old  age 
pension  bill  will  be  ^proximately  twice  v*iat  it  is  to-day."(l) 

In  1943,  the  author  would  have  rejected  out  of  hand  the  possibility 
of  a  baby  boon  in  the  proportions  experienced  by  Canada  after  1945. 

Until  the  advent  of  government  programs  redistributing  income  to 
the  ^ed  (the  1927  Old  Age  Pensions  Act  was  the  first)  the  make-up  of 
the  population  was  not  a  concern  to  the  public  purse.  The  aged  in 
general  were  expected  to  die  before  retirenent  or  to  provide  for  them- 
selves or  be  provided  for  by  their  children  in  their  later  years.  As  it 
happened,  Canada  was  a  growing  country  whose  birth  rate  produced  a 
year-by-year  increase  in  the  population.  The  total  fertility  rate 
exploded  after  1945  to  an  average  high  of  3  per  cent  and  then  in  the 
1960s  the  birth  rate  began  to  decline,  to  a  rate  at  Vv^ich  today  the 
population  is  no  longer  replacing   itself.     Now  Canada   is  faced   with    the 
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questions:  Will  the  birth  rate  follow  the  pattern  of  the  European 
industrialized  countries  and  leave  us  with  an  aging  population?  What 
will  be  the  effect  of  an  aging  population  on  Canada's  social  security 
programs? 

Geoffrey  Calvert  in  "Pensions  and  Survival"  (1977)  drew  a  gloomy 
picture  for  Canada's  social  security  based  on  the  effects  of  a  con- 
tinuing decline  in  the  birth  rate: 

"...one  can  watch  the  tidal  wave  of  today's  young  people  entering 
the  work-force,  sweeping  up  through  it,  and  then  entering  the 
retiroTient  ages,  radically  changing  tlie  whole  balance  between  young 
and  old,  and  tetween  workers  and  pensioners  at  each  stage  of  their 
forward  surge  through  the  age  groups . ( 2 ) 

'"Ihe  source  of  our  concern  does  not  stem  only  from  the  swollen 
cohorts  of  population  now  entering  the  work-force,  but  equally  fron 
the  shrunken  cohorts  that  will  follow  them  up  through  the  age 
groups.  It  is  this  shrunken  generation,  also  with  us  today  and  as 
yet  unborn,  that  will  have  to  carry  the  burden  of  pensions  for 
their  more  numerous  parents  and  elders,  and  to  face  the  prospect  of 
tax  burdens  that  would  almost  certainly  be  rejected  in  short  order 
by  today ' s  voters . " ( 3 ) 

Calvert's  warning  has  been  taken  up  by  tlie  media  and  has  been  ap- 
plied primarily  to  the  future  of  the  Canada  Pension  Plan.  The  possible 
effects  on  the  Old  Age  Security  (OAS)  and  Guaranteed  Income  Supplement 
(GIS)  programs  also  discussed  by  Calvert  have  been  largely  ignored,  but 
they  are  also  important  in  considering  the  total  cost  of  social  security 
in  the  future. 

This   Royal   Commission  was   charged   to   "study   the    impact  on  the 

econany  of  different  systems  of  financing  retirement  pension  plans  and 

arrangements  including  Ontario's  financing  and  investment  role  in  the 
Canada  Pension  Plan." 

To  obtain  a  proper  perspective  of  Ontario's  role  in  the  Canada 
Pension  Plan  it  was  necessary  to  look  at  the  interrelation  of  the  CPP 
with  other  government  programs  providing  retirement  income.  Canada's 
"social  security"  for  the  elderly  (which  we  may  define  as  a  provision  of 
income  in  old  age,  guaranteed  or  made  available  by  government)  is  made 
up  of  OAS,  GIS,  Spouse's  Allowance,  and  in  Ontario,  OlINS,  all  paid  for 
out  of  general  taxes,  and  by  the  Canada  Pension  Plan,  paid  for  out 
of  payroll  taxes  shared  by  employee  and  employer.  All  of  the  plans 
ultimately  rely  on  the  authority  of  government  for  their  financial 
security.  If  the  funding  arrangements  for  the  CPP  are  of  concern,  the 
financial  arrangements  of  the  OAS,  GIS,  and  SA  are  of  no  less  concern. 
Therefore  vshen  v/e  consider  questions  of  intergenerational  inequities  and 
the  effect  of  the  baby  boon  on  the  CPP  we  must  also  consider  the  OAS, 
GIS,   and  Spouse's  Allowance  and  their  costs  in  the  future.     To  determine 


32 


these  cxDsts  it  is  necessary  to  estimate  what  Canada's  population  and  its 
ccmposition  is  likely  to  be  between  now  and  the  middle  of  the  next 
century. 

POPULATION  PROJETTIONS 

All  projections  into  the  future,  whether  gloomy  or  optiinistic, 
are  nothing  more  tlian  guesses  based  on  the  likelihood  that  the  future 
will  either  mirror  the  past  or  diverge  frcni  it.  The  further  ahead  the 
projection,  the  less  likely  is  it  to  be  correct  as  it  moves  further 
away  fran  those  conditions,  past  and  present,  vAiich  affect  the  future. 
Caution  must  therefore  be  used  at  all  tLnes,  and  especially  for  periods 
more  than  twenty  years  away.  Projections  seventy  years  into  the  future 
(2050)  are  given  merely  to  show  possible  trends  after  tlie  time  v\^en  the 
last  children  of  the  baby  boan  have  canpleted  the  life  cycle. 

In  1972  the  fertility  rates  for  Canada  fell  below  tlx)se  required  to 
replace  the  existing  population.  The  population  projections  from  which 
Calvert  drew  his  conclusions  were  based  on  a  continuing  decline  in 
fertility  rates.  lb  test  tlie  validity  of  Calvert's  prognosis  it  was 
therefore  necessary  to  examine  the  reasons  for  assuuing  this  continuing 
decline  and  then  to  look  at  all  tlie  factors  affecting  population  projec- 
tions. Statistics  Canada  had  also  made  long-temi  population  projections 
based  on  a  declining  birtli  rate. 

Ultimately  tlie  Conmission  decided  to  make  its  own  projections.  A 
conparison  with  the  Conmission's  results  and  those  of  Statistics  Canada 
is  given  in  a  resource  study  included  in  this  volume.  It  illustrates 
the  very  different  results  that  arise  from  differences  in  assumptions. 
The  accuracy  of  demographic  projections  is  crucial  for  social  security 
planning . 

Table  1 

Projected  Population  for  Canada,   Selected  Years (a) 


Royal  Commission 

Statistics  Canada 

Projection  I 

Projection  II 

Total 

65  and 

Total 

65  and 

Total 

65  and 

population 

over 

population 

over 

population 

over 

( Thousands ) 

(Thousands) 

2000 

31,596 

3,384 

2001 

28,251 

3,358 

29,758 

3,358 

2030 

38,930 

6,712 

2031 

28,837 

6,406 

33,727 

6,406 

2050 

42,126 

7,458 

2051 

26,090 

5,993 

33,737 

6,241 

a     Figures  are  for  different  years   because  of    the    initial    starting 
years  selected  by  the  Canmission  and  Statistics  Canada. 

Source     Royal  Commission  on  the  Status  of  Pensions  in  Ontario. 

Statistics  Canada,    Social   Security  National   Programs,    1978, 
Cat.   86-201. 
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The  key  variables  in  any  population  projections  are  fertility, 
iranigration/emigration,  and  mortality.  Careful  consideration  was  given 
to  each  of  these  by  the  Conmission  because  the  population  projections 
provide  the  base  for  all  its  work  related  to  the  Canada  Pension  Plan, 
and  the  future  costs  of  other  government  programs,  including  the  GAINS 
program.  We  examine  each  of  these  variables  in  turn. 

Fertility 

Fertility (4)  dropped  below  the  level  of  zero  population  growth  for 
the  first  time  in  Canada's  history  in  1972.(5)  Discounting  the  post-war 
baby  boon  of  1945-1965,  this  drop  is  in  line  with  the  long-term  decline 
in  fertility  which  characterizes  most  Western  countries.  In  planning 
for  social  security  the  question  to  be  answered  is  whether  Canada  (and 
Ontario)  can  expect  any  significant  short-term  fluctuation  in  fertility 
in  the  near  future  which  will  alter  the  population  size  and  distribution 
froTi  long-term  expectations  over  the  next  70  years.  Most  commentators 
have  assumed  a  continuing  decline.  Daniel  Kubat,  sociologist  to  the 
Commission,  represents  a  school  of  thought  which  forecasts  a  slight 
upturn  in  fertility  rates  over  the  next  two  decades,  with  a  return  to 
zero  growth  by  the  year  1995.  Dr.  Kubat  based  his  conclusion  on  the 
following  observations: 

1.  Women  in  the  age  group  25  to  29  have  exceeded  Vionen  aged  20  to 
24  in  Age  Specific  Fertility,  beginning  in  1970.  This  points 
to  a  postponement  rather  than  to  a  cessation  of  childbearing. 
Figures  in  Table  2  illustrate  the  trends  for  Ontario: 

Table  2 

Age  Specific  Fertility  Rates  for  Vfomen  20-24  and 

25-29,  Ontario,  1966-1976 


Year 20  -  24 25  -  29 

1966  171.3  160.2 

1967  162.7  151.2 

1968  155.2  148.8 

1969  152.9  152.5 

1970  148.5  152.2 

1971  137.2  145.9 

1972  122.2  138.6 

1973  119.8  132.2 

1974  114.6  129.4 

1975  112.3  128.3 

1976  105.6  124.6 

Source  Statistics  Canada,  "Vital  Statistics, 

Volume  I,  Births  1975  and  1976," 

Cat.  84-204,  Table  6,  p.  18. 
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2.  The  1976  Census  shows  the  female  population  in  Ontario  by  age 
group,  as  follows: (6) 


10-14 

389,475 

15-19 

395,325 

20-24 

376,095 

25-29 

359,460 

Thus  the  greater  numbers  in  the  younger  cohorts  will  result  in  more 
children  in  absolute  terms  being  born  even  if  the  rate  of  reproduction 
remains  the  same.  This  is  the  so-called  baby  boom  "echo."  However  if 
the  present  trend  of  delayed  child-bearing  continues,  it  is  likely  to 
prevail  until  about  1990  and  will  result  in  more  births  in  the  meantime 
than  earlier  specific  fertility  rates  would  have  forecast. 

3.  There  is  sane  indication  that  the  present  younger  generations 
are  returning  to  more  traditional  values  than  those  which 
prevailed  in  the  1960s  and  early  1970s.  This  could  signal  a 
renewed  interest  in  the  family.  Peer  group  pressure  is  an 
important  factor  in  the  lives  of  the  young,  and  any  renewed 
interest  in  child-raising  could  have  a  snowballing  effect 
because  of  the  size  of  the  age  groups  concerned. 

4.  History  does  not  offer  any  examples  of  sustained  zero  growth 
except  as  a  consequence  of  dramatic  fluctuations  in  mortality 
which  wiped  out  substantial  populations  from  time  to  time. 
Fertility  will  fluctuate  around  a  net  replacement  ratio  of  1 
and  is  ntDre  likely  to  be  above  unity  than  below  it. 

Some  relief  from  the  continued  downward  trend  in  fertility  is 
foreseen  by  the  Commission  on  Declining  School  Enrolnient  in  Ontario.  In 
his  letter  of  transmittal  to  the  Minister  of  Education  the  chairman 
offered  the  following  view: 

"My  best  guess,  however,  and  it  cannot  be  more  than  an  informed 
guess,  is  that  we  will  experience  some  relief  from  the  decline  in 
elementary  school  enrolment  fran  the  mid  1980s  to  the  early  1990s 
and  in  secondary  school  enrolment  fron  the  mid  1990s  onwards  for  a 
number  of  years. "(7) 

A  recent  article  in  Scientific  American  deals  with  fertility  in  the 
developed  countries  and  accepts  the  view  of  a  continued  downward  trend 
because  of  social  and  econonic  factors  which  are  changing  the  nature  of 
marriage  and  fertility.  (8)  In  examining  the  historical  downward  trend 
in  fertility,  the  author  admits  that  some  projections  of  extremely  low 
rates  may  be  too  compacted  in  time  frame  and,  as  a  consequence,  the 
patterns  now  being  predicted  by  some  for  the  1980s  and  1990s  may  be 
delayed  by  a  few  decades. 
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The  author,   arguing  that  we  are  in   a   society  permanently   changed 
fron  the  old  patterns  of  fertility,   lists  such  contributing  factors  as 

a)  a  change  fron  the  perception  of  children  as  a  source  of  future 
incane  in  an  agrarian  society,  to  the  perception  of  them  as  a 
financial  burden  in  tlie   industrial  and  post-industrial  wDrld; 

b)  a  decline  in  traditional  and  religious  authority  and  an  in- 
crease  in  anphasis  on  the  individual; 

c)  universal  education  of  both  sexes  and  an  improvement  towards 
equality  in  the  status  of  wDmen  with  men; 

d)  higher  survival  rate  of  children; 

e)  a  consumer  society  slanted  toward  the  gratification  of  the 
individual; 

f)  development  and  diffusion  of  reliable  methods  of  birtli  control. 
He  adds: 

"The  important  thing  about  this  catalogue  of  social  changes  is  that 
the  changes  all  seem  to  be  irreversible  and  that  some  of  them, 
particularly  those  linked  with  the  status  of  women,  have  not  yet 
run  their  full  course. "(9) 

The  Commission  is  not  persuaded  that  all  of  the  social  changes 
listed  are  irreversible,  as  tlie  author  suggests.  Future  changes  in  our 
society  to  be  brought  about  by  energy  supply  problems  promise  to  be 
far-reaching.  Adaptation  may  bring  with  it  new  social  outlooks  which 
could  also  change  attitudes  towards  child-bearing.  After  considering 
the  arguments  the  Conmission  decided  to  adopt  Dr.  Kubat's  position  of  a 
slight  upswing  in  fertility  rates  in  the  near  term  as  its  most  probable 
assumption  for  its  projections.  However,  for  comparison  purposes, 
a  range  of  fertility  assumptions  was  also  selected  which  included  a 
declining  fertility  rate.     The  four  scenarios  are: 

Low-Low  -  the  scenario  popular  at  present  sees  a  continuation  of 
current  low  net  reproduction  rates  (0.90)  to  the  year  2000  and 
beyond . 

Lew  -  a  continuation  of  the  current  rate  rising  slightly  to  1.0  in 
1985  and  continuing  at  that  rate  thereafter. 

Most  Probable  -  a  slight  increase  from  current  rates  to  1.2  in 
1985,  dropping  to  1.1  in  1990,  1.0  in  1995  and  continuing  un- 
changed  thereafter. 
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High  -  an  increase  frcn  current  rates  to  1.45  in  1985,  dropping  to 
1.3  in  1990,  1.15  in  1995,  1.0  in  2000  and  continuing  unchanged 
tliereafter. 


Immigration 

Numbers  of  immigrants  and  their  age  and  sex  distribution  can 
have  important  effects  on  Canada's  future  population.  The  Commission's 
projection  for  international  immigration  were  based  on  actual  experience 
fran  1971  to  1977  inclusive,   as  shown  in  Table  3. 

Table  3 

International  Immigration  to  Canada  and  Ontario,  1971-1977 


Canada 


Ontario 


Immigration  to  Ontario 
as  a  share  of  total 


1971 
1972 
1973 
1974 
1975 
1976 
1977 


121,900 
122,006 
184,200 
218,465 
187,881 
149,429 
114,914 


64,357 
63,805 
103,187 
120,115 
98,471 
72,031 
56,594 


(Per  cent) 
52.8 
52.3 
56.0 
55.0 
52.4 
48.2 
49.2 


Source     Department  of  Manpower   and   Immigration,    Ottawa,    Immigration 
Statistics. 

The  Commission  assumed  for  its  projections  100,000  immigrants  to 
Canada  in  1978,  escalated  by  1/2  of  1  per  cent  per  year  to  the  year  2000 
after  which  it  remains  constant.  For  interprovincial  migration,  the 
Commission  assumed  tliat  Ontario  wDuld  receive  a  constant  50  per  cent  of 
the  international   immigration. 

Emigration  figures  are  more  difficult  to  ascertain  and  have  been 
estimated  from  figures  showing  immigration  to  the  United  States  from 
Canada.  The  Coiimission  has  assumed  an  annual  figure  of  40,000  emi- 
grants, 40  per  cent  of  vihcm  are  assumed  to  come  from  Ontario.  These 
figures,  too,  are  escalated  by  1/2  of  1  per  cent  per  year  to  the  year 
2000  and  remain  constant  thereafter.  For  Ontario  the  net  figures 
resulting   fron  these  assumptions  were: 

1978       net  immigration  of  60,000 
2000       net  iinmigration  of  66,960. 

An  important  factor  in  immigration  figures  is  the  age  composition 
of  those  caning  into  a  country  (or  province);  that  is,  the  proportion  of 
old  and  young  dependents  and  hence  the  proportion  likely  to  enter  the 
work-force  upon  arrival.  Until  changes  in  the  Immigration  Act  (1976) 
there  were  three  classes  of  admissible  immigrants:      independent,    those 
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with  good  employment  prospects;  sponsored  relatives,  the  immediate 
family;  and  naninated  relatives,  who  needed  to  meet  only  some  of  the 
criteria  for  independent  immigrants  in  order  to  gain  admission.  It 
has  been  argued  that  the  last  group  was  largely  responsible  for  the 
numbers  of  recent  arrivals  who  had  difficulty  obtaining  work  and  as  a 
consequence  fell  back  on  public  support  programs. 

Changes  introduced  in  1976  allowed  tlie  Minister  of  Immigration  for 
the  first  tijme  to  set  numerical  targets  for  immigration  each  year.  The 
category  of  nominated  relatives  has  been  dropped.  The  legislation 
also  allows  for  inflows  of  refugees  from  time  to  time,  stemming  from 
extraordinary  circumstances  elsewhere.  It  is  likely,  therefore,  that 
reunification  of  families  will  be  an  important  part  of  the  immigration 
picture  for  the  caning  decade;  subsequently  however,  the  needs  of  the 
work-force  will  be  the  underlying  reason  for  admission  and  it  can  be 
expected  that  independent  persons  \-^o  can  fit  directly  into  the  labour 
force  will  constitute  the  major  part  of  the  entrants. 

Historical  tables{10)  show  that  around  50  per  cent  of  all  immi- 
grants in  any  year  between  1946  and  1974  could  be  classified  as  workers 
-  coning  from  the  independent  and  nominated  classes  of  immigrants. 
However  the  percentage  dropped  to  43  in  1975  and  41  in  1976,  the  latter 
being  a  year  of  unprecedented  immigration  from  Lebanon  following  the 
civil  war.  Future  patterns  should  be  expected  to  show  similar  varia- 
tions in  the  proportion  of  dependent  and  independent  immigrants  v\^enever 
groups  are  admitted  for  humanitarian  reasons. 

The  Commission  has  made  no  assumption  about  the  proportion  of 
independent  and  dependent  immigrants,  but  age  and  sex  breakouts  are 
projected  for  migrants  in  Table  4  based  on  Statistics  Canada  figures  for 
immigrants ( 11 ) ,  and  on  U.S.  information  about  persons  inmiigrating  from 
Canada,  for  onigrants.  Ratios  between  tlie  age  groups  and  tlie  sexes  are 
assumed  to  remain  constant  throughout  the  period  of  the  projections. 

Table  4 

Immigrants  and  Emigrants  by  Age  Group  and  Sex,  Canada,  Projected 


Immigrants 

Emigrants 

Male    Female 

Male    Female 

(Per 

cent) 

Under  20 

15.7      15.4 

17.6      18.1 

20  -  64 

33.2      33.2 

29.2      32.9 

65  and  over 

0.9       1.6 

0.9       1.2 

Total 

49.9      50.1 

47.8      52.2 

Source  Prepared  for  the  Royal  Conmission  on  the  Status  of  Pensions  in 
Ontario  by  Daniel  Kubat,  fron  data  from  Department  of  Manpower 
and  Immigration  and  Statistics  Canada. 
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These  projections,  therefore,  allow  for  a  larger  proportion  of 
independent  immigrants  who  can  move  directly  into  the  vork-force,  and  a 
decreased  proportion  of  dependents  (under  age  20,  and  65  and  over), 
though  still  allowing  for  family  reunification  and  extraordinary  in- 
fluxes on  humanitarian  grounds. 

While  the  rrartality  and  fertility  experience  of  newcomers  is  often 
vastly  different  in  their  country  of  origin,  it  is  found  that  they 
quickly  adopt  the  values  of  the  new  society.  Therefore  we  cannot  expect 
them  to  have  a  crucial  ijipact  on  the  birth  rate  of  the  Canadian  popu- 
lation. In  addition,  Canada's  immigration  screening  is  such  that  good 
health  is  a  criterion  for  entry,  and  persons  coming  to  this  country  tend 
to  be  better-off  financially  and  better  educated  than  their  countrymen 
at  heme.  These  factors  have  been  shown  to  correlate  positively (12)  with 
lower  fertility.  As  a  consequence  we  should  not  expect  immigration  to 
distort  fertility  patterns  and  therefore  the  general  projections  for  tlie 
Canadian  population. 

There  is  also  little  reason  to  expect  that  the  increasing  partici- 
pation in  the  labour  force  of  women  in  Canada  will  not  be  matched  by 
immigrant  vromen;  indeed  one  might  argue  that  they  are  more  likely  to 
take  jobs  than  their  Canadian  counterparts. 

The  implications  of  the  amended  Immigration  Act  among  other  fac- 
tors, coupled  with  experience  in  recent  years,  has  led  this  Commission 
to  assumptions  about  population  movements  which  produce  figures  somev^at 
below  those  in  other  current  major  works. 

Mortality 

The  final  factor  to  be  considered  in  outlining  our  future  popula- 
tion is  how  long  these  newborns  and  recent  arrivals  as  well  as  the 
present  population  will  live.  For  this  factor  we  assumed  changes  in 
mortality  experience  to  continue  tlirough  to  the  year  2050.  The  initial 
population  used  was  that  of  the  1971  Census,  adjusted  to  allow  for  the 
Census  undercount,  and  the  mortality  rates  applied  to  this  population 
were  those  of  the  Life  Table  1970-72  for  Canada,  published  by  Statistics 
Canada.  Mortality  rates  were  then  developed  through  to  tlie  year  2050. 

The  Commission  felt  that  available  Canadian  work  on  mortality 
projections  either  covered  too  short  a  period  or  was  based  on  some 
rather  arbitrary  assumptions  that  it  was  not  prepared  to  accept.  Con- 
sequently, the  methodology  used  for  the  Commission's  projections  is 
based  on  work  done  by  the  Office  of  the  Actuary  for  the  U.S.  Social 
Security  Administration,  in  Actuarial  Study  No.  77.(13)  In  this  study 
death  rates  by  age  group  and  sex  were  calculated  for  ten  cause  of  death 
groupings.  The  assumed  changes  in  experience  for  each  cause  were  com- 
bined to  provide  an  average  change  (increase  or  reduction)  in  mortality 
by  age  and  sex.  These  averages  were  then  applied  to  the  1971  population 
figures  and  projected  forward  to  the  year  2050. 
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The  Commission  has  assumed  there  will  be  no  major  breakthrough  in 
medicine  v^ich  might  alter  the  experience  over  the  period  in  question. 
Other  underlying  assumptions  in  some  of  the  cause  of  death  groupings  are 
as  follows: 

-  Diseases  of  the  heart  and  vascular  diseases;  moderate  improve- 
ment is  expected  for  both  sexes,  continuing  the  recent  trend; 

-  Malignant  neoplasms  (cancer);  moderate  improvement  is  assumed; 
heightened  public  awareness  of  the  disease  leading  to  earlier 
diagnosis  and  treatment  could  result  in  deaths  occurring  at  a 
later  age  even  if  the  rate  of  death  remained  unchanged; 

-  Suicide,  homicide,  accidents;  the  death  rate  fron  motor  vehicle 
accidents  has  already  decreased;  however  in  Canada  suicides  are 
increasing  for  both  sexes.  Sane  overall  increase  is  expected  in 
violent  deaths  for  males; 

-  Respiratory  diseases;   some  improvement  is  assumed; 

-  Diabetes,  cirrhosis;  assume  no  change. 

It  is  v\ell  known  that  changes  in  lifestyle  affect  health,  and  that 
the  impact  on  the  sexes  can  vary.  Female  mortality  experience,  in  the 
Commission's  assumptions,  is  expected  to  improve  faster  than  male,  in 
spite  of  factors  such  as  diet,  ceasing  smoking,  exercise,  and  the  use  of 
seatbelts,  all  of  vvtiich  have  tended  to  reduce  male  mortality  in  recent 
years. 

The  Ccsimiission's  projected  life  expectancy  figures  show  that  by  tlie 
year  2050  men  are  still  not  expected  to  reach  the  rate  already  attained 
by  vonen.  Projected  figures  for  Canada  are  assumed  to  apply  to  Ontario, 
and  coTiparisons  are  shown  in  Table  5  between  actual  experience  in  1971 
and  1976,  and  the  Ganmission's  expected  rates  in  2050. 

Table  5 

Life  Expectancy  by  Sex,  Canada  and  Ontario,  1971,  1976,  2050 

l971  l976  2050 


Canada 

Ontario 

Canada 

Ontario 

Canada  and  Ontario 

At  birth 
Male 
Female 

69.3 
76.4 

69.6 

76.8 

(Years) 

70.19    70.55 
77.48    77.66 

73.1 
81.2 

At  age  60 

Male 
Female 

17.0 
21.4 

16.6 
21.5 

17.23 
21.96 

17.01 
21.88 

- 

At  age  65 
Male 
Female 

13.7 
17.5 

n/a 
n/a 

13.95 
18.0 

13.71 
17.92 

16.0 
20.7 

Source  Statistics  Canada,  Vital 

Statistics,  Volume 

III, 

Deaths  1976, 

Cat.  84-206,  and  data  prepared  for  tlie  Royal  Canmission  on  the 
Status  of  Pensions  in  Ontario. 
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Figures  for  the  expected  nxDrtality  rates  per  1,000  population 
exposed  are  shown  in  Table  6  which  compares  experience  in  the  1970-72 
Life  Table  for  Canada  with  the  projections  prepared  for  the  Commission. 
Rates  calculated  for  Canada  are  assumed  to  apply  to  Ontario. 

Table  6 

Mortality  Rates  by  Sex,   Canada  and  Ontario,   1971  and  2050 

l971  2050 


Male  Female 


At  birUi  20.02  15.44  10.05  7.76 

At  1  year  1.29  1.15  .80  .64 

At  20  years  1.78  .56  1.89  .44 

At  40  years  2.91  1.73  2.40  1.19 

At  50  years  7.61  4.03  5.69  2.75 

At  60  years  19.71  9.32  14.59  7.12 

At  70  years  44.36  23.37  32.51  15.58 

Source  Department  of  Insurance,  Ottawa.  Canada  Pension  Plan: 
Statutory  Actuarial  Report  No.  6,  as  at  December  31,  1977, 
Schedule  3,   p.   41. 

TVie  projected  reduction  in  mortality  at  birth  has,  to  a  certain 
extent,  already  been  achieved.  The  combined  male- female  rate  in  1971 
was  17.5  per  thousand;  by  1976  this  had  dropped  to  12.3.(14)  From  Table 
6  the  projected  increase  in  violent  deaths  for  young  males  can  be  seen 
at  age  20,  \^tlere  the  rate  per  1,000  is  expected  to  increase  slightly 
over  time.  FYcm  age  50  onward  the  gap  in  mortality  between  the  sexes 
becanes  more  pronounced. 

Conclusion 

Comparison  of  census  figures  for  1971  and  1976  confirms  that 
Canada's  population  is  aging,  and  in  tlie  process  the  trend  to  increased 
survivorship  of  women  can  already  be  perceived.  Of  crucial  importance 
to  our  assessment  therefore  is  the  number  of  children  we  expect  to  be 
born,  and  the  time  of  their  birth.  As  they  work  their  way  through 
the  pattern  of  dependence  -  production  -  dependence  they  will  have  a 
tranendous  impact  on  the  extent  of  the  burden  to  be  carried  by  the 
taxpayers. 

By  combining  the  projections  outlined  for  fertility,  migration  and 
mortality,  ws  estimated  the  numbers  and  the  composition  of  the  popu- 
lation of  Canada  and  of  Ontario  over  tlie  coning  70  years.  Results  for 
selected  years  for  Canada  are  set  out  in  Table  7.  Ccxnplete  projections 
including  those  for  Ontario  are  in  Appendix  A  to  this  volume. 
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Table  7 

Actual  and  Projected  Population  for  Canada,   1970-2050,   Selected  Years 


0-19 

20  -  64 

65-90  and  over 

Total 

(Thousands) 

1970 

Male 

4,415 

5,716 

774 

10,905 

Female 

4,235 

5,618 

943 

10,796 

Ttotal 

8,650 

11,334 

1,717 

21,701 

2000 

Male 

5,124 

9,172 

1,411 

15,707 

Female 

4,860 

9,056 

1,973 

15,889 

Total 

9,984 

18,228 

3,384 

31,596 

2010 

Male 

4,900 

10,454 

1,667 

17,021 

Female 

4,646 

10,342 

2,306 

17,294 

Ttotal 

9,546 

20,796 

3,973 

34,315 

2020 

Male 

5,280 

10,751 

2,258 

18,289 

Female 

5,004 

10,587 

3,100 

18,691 

Ttotal 

10,284 

21,338 

5,358 

36,980 

2030 

Male 

5,398 

10,954 

2,822 

19,174 

Female 

5,115 

10,751 

3,890 

19,756 

Ttotal 

10,513 

21,705 

6,712 

38,930 

2050 

Male 

5,713 

11,873 

3,116 

20,702 

Female 

5,413 

11,669 

4,342 

21,424 

Ttotal 

11,126 

23,542 

7,458 

42,126 

Source  Projections  prepared  for  the  Royal  Conmission  on  the  Status  of 
Pensions  in  Ontario,  based  on  the  Commission's  most  probable 
fertility  and  immigration  assumptions. 

From  Table  7  it  will  be  noted  that  in  the  year  2000  the  total 
female  population  exceeds  the  total  male  population  for  the  first  time. 
This  trend  continues  to  2050  and  reflects  the  increasing  proportion  of 
females  in  the  65  and  over  group.  Ihis  fact  has  significance  for  the 
approach  government  might  take  in  considering  retirement  income  for 
wcmen,  both  in  and  out  of  the  work-force.  The  significance  of  the 
make-up  of  the  various  age  groupings  in  the  population  projected  is 
considered   in  the  next  chapter. 
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NOTES 

(1)  Leonard  Marsh,  Report  on  Social  Security  for  Canada,  Toronto, 
1943. 

(2)  Geoffrey  N.  Calvert,  Pensions  and  Survival,  Toronto,  1977  p.  16. 

(3)  Ibid.,  p.  18. 

(4)  Definitions  of  usual  fertility  terms: 

A.  Zero  Population  Growth;   each  female  born  reproduces  one 
female;  this  equals  a  net  reproduction  rate  of  1. 

B.  Net  Reproduction  Rate  (NRR):   the  probable  number  of  female 
children  each  female  will  have  during  her  lifetime. 

C.  Gross  Reproduction  Rate  (GRR);   the  probable  number  of  female 
children  each  female  will  have  during  her  lifetime  provided 
she  survives  the  child-bearing  years.   (Because  of  this 
assumption  the  GRR  is  always  greater  than  the  NRR. ) 

D.  Total  Fertility:   the  probable  number  of  children  a  woman  will 
have  provided  she  survives  to  the  child-bearing  years. 

E.  Age-Specific  Fertility:   the  probability  that  a  woman  of  a 
particular  age  group  will  have  a  baby  within  one  year.   The 
normal  age  groups  used  are  15-19,  20-24, .. .45-49,  and 
fertility  is  assumed  to  be  zero  outside  these  ages. 

(5)  Statistics  Canada,  Vital  Statistics,  Volume  I,  1974,  Cat.  84-204. 

(6)  Statistics  Canada,  1976  Census  of  Canada,  Cat.  92-824,  Vol.  2. 

(7)  Letter  to  the  Hon.  Bette  Stephenson,  M.D. ,  Minister  of  Education 
from  R. W.B.  Jackson,  Commissioner,  dated  October  3  1,  1978,  p.  iv. 

(8)  Charles  F.  Westoff,  "Marriage  and  Fertility  in  the  Developed 
Countries,"  in  Scientific  American,  December  1978,  Vol.  239, 
Number  6,  p.  51. 

(9)  See  Volume  V,  Resource  Study,  "Methodology  and  Assumptions," 
Table  1. 

(10)  See  migration  tables  in  Daniel  Kubat,  "The  Demography  of  Older 
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Chapter  4 


Dependency  Ratios 


Dependency  ratios  represent  the  extent  to  v^iich  part  of  a  country's 
population  at  a  given  time  is  not  engaged  in  economically  productive 
activity.  The  unproductive  population  relies  on  the  productive  part  to 
provide  it  with  the  goods  and  services  it  needs  for  existence.  Tradi- 
tionally, the  young  and  the  old  are  considered  unproductive.  Since 
econonic  wealth  is  finite,  consisting  of  the  goods  and  services  produced 
each  year,  the  share  of  the  wealth  transferred  to  the  unproductive 
diminishes  the  share  for  the  productive.  If  the  unproductive  part  of 
the  population  increases,  then  by  the  theory  the  share  of  goods  and 
services  for  the  productive  part  of  the  population  decreases.  The 
relative  sizes  of  the  productive  and  unproductive  parts  of  the  popu- 
lation can  be  important  therefore  both  at  any  point  in  time  and  as 
trends  over  time. 

Birth  rates,  mortality  rates,  education  patterns,  retirement  pat- 
terns, and  savings  rates  will  all  be  important  factors  in  determining 
dependency  ratios  and  the  significance  of  those  ratios  for  government 
social  policy  in  the  future. 

The  Canmission  analyzed  its  population  projections  on  the  basis  of 
customary  groupings  of  the  population  age  0-19,  the  young  dependents; 
age  20-64,  the  productive  part;  and  age  65-90  and  over,  the  old  depend- 
ents. Dependency  ratios  were  then  calculated  for  the  projected  popu- 
lation based  on  the  percentage  of  the  young  dependents  to  the  productive 
part,  the  percentage  of  the  old  dependents  to  the  productive  part, 
and  the  total  dependents  to  the  productive  part.  Table  1  shows  the 
results. 
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Table  1 

Population  Dependency  Ratios  for  Canada,  1970-2050 


0-19  as 

65-69  and  over 

Total  dependency 

■Total 

percentage  of 

as  percentage 

as  percentage  of 

population 

20-64 

of  20-64 

20-64 

(Thousands) 

(Per  cent) 

1970 

21,701 

76.3 

15.2 

91.5 

1980 

24,872 

57.6 

15.6 

73.2 

2000 

31,596 

54.8 

18.6 

73.3 

2010 

34,315 

45.9 

19.1 

65.0 

2020 

36,980 

48.2 

25.1 

73.0 

2030 

38,930 

48.4 

30.9 

79.4 

2050 

42,126 

47.3 

31.7 

78.9 

Source  Projections  prepared  for  the  Royal  Canmission  on  the  Status  of 
Pensions  in  Ontario  based  on  the  Commission's  most  probable 
fertility  assumptions.  See  ^pendix  A  for  population  projec- 
tions and  Appendix  B  for  Dependency  Ratios. 

Sane  interesting  relationships  should  be  noted: 

-  the  total  dependency  ratio  in  1970,  91.5  per  cent,  was  higher 
than  it  is  projected  to  be  at  any  other  time  over  the  next  70 
years  -  each  worker  was  responsible  for  himself  and  nearly  one 
other  person. 

-  the  total  dependency  ratio  declines  markedly  between  1970  and 
1980,  fron  91.5  per  cent  to  73.2  per  cent.  All  of  the  decrease 
is  in  the  young  dependent  ratio.  The  baby  boom  population  has 
moved  into  the  20-64  age  grouping. 

-  the  young  dependency  ratio  continues  to  decline  gradually  to 
2010.  After  2010  the  young  dependents  increase  somewhat,  re- 
flecting an  increase  in  absolute  births  from  the  baby  boom 
"echo."  After  2030  the  downward  trend  resumes. 

-  the  old  dependency  ratio  increases  over  the  whole  period,  dou- 
bling by  2050  but  with  the  largest  increases  taking  place  only 
after  2010  and  up  to  2030,  the  period  during  v^iich  the  baby  boom 
population  will  enter  the  old  dependency  group. 

Much  comment  has  been  heard  about  the  increasing  burden  old  people 
will  put  on  society  by  the  beginning  of  the  century  and  in  particular  on 
the  young  workers  of  that  generation.  The  dependency  ratio  has  been 
pointed  to  repeatedly  to  support  the  premise  that  the  burden  will  be  so 
great  that  younger  workers  will  revolt  and  refuse  to  pay  for  the  old. 

Fran  the  Commission's  projections  ws  see  that  the  total  dependency 
ratio  is  actually  at  its  lowest  point  in  2010  and  that  a  substantial 


46 


upturn  is  evident  only  in  2020.  The  government  has  therefore  over  30 
years  of  lead  time  before  the  feared  revolt  is  likely  to  oome.  This  is 
not  to  say  that  nothing  should  be  done  for  30  years  but  rather  that  it 
is  not  already  too  late  to  take  action  to  relieve  the  pressure  on  the 
working  population. 

In  1970  the  country  shouldered  a  total  dependency  ratio  of  91.5  per 
cent  without  ccmment.  What  then  is  the  difference  between  1970  and, 
say,  2020  when  the  total  dependency  ratio  is  projected  at  73  per  cent? 

Clearly  tlie  answer  to  that  question  lies  in  the  respective  cost  for 
young  dependents  and  old  dependents. 


EFFECTIVE  LEPENDENCY 

"Per  capita  costs  of  supporting  old  and  young  dependents  are  not 
necessarily  equal.  Tto  obtain  a  more  accurate  picture  of  dependency,  the 
number  of  old  and  young  should  be  weighted  by  their  respective  per 
capita  support  costs.  In  this  way  a  measure  of  effective  dependency  is 
obtained. "(1) 

The  Ontario  Treasury,  vvorking  with  a  study  prepared  in  1976  by  the 
Federal  Treasury  Board  Secretariat,  estimated  that  per  capita  expend- 
itures for  government  health,  education,  and  social  welfare  programs  for 
the  aged  was  two  and  one-half  times  the  per  capita  expenditures  for  the 
young.  Although  the  Commission  has  not  tested  the  validity  of  the 
figures,  it  was  prepared  to  accept  the  idea  of  "effective  dependency" 
because  it  agreed  that  public  costs  for  the  old  were  likely  more  than 
for  the  young.  However,  if  age  dependency  is  weighted  against  youth 
dependency  in  the  proportion  of  2.5  to  1  and  applied  to  ratios  in  Table 
1,  we  have  nearly  the  same  long-term  results  for  effective  dependency  as 
we  found  in  the  dependency  trends  shown  in  Table  1.  The  total  cost 
relationship  will  continue  to  be  less  than  that  borne  in  1970  until 
after  the  year  2020.  Only  in  2030  does  the  total  cost  relationship 
exceed  that  for  1970,  and  by  2050  there  is  only  a  slight  increase  in  the 
total  cost  relationship  over  tliat  in  2030. 

The  validity  of  these  relationships  as  projected  depends  first  on 
whether  the  ratio  of  2.5  accurately  represents  the  dependency  cost  of 
the  old  in  relation  to  that  of  the  young.  If,  for  example,  there  were  a 
marked  improvement  in  the  health  of  the  old  so  that  health  costs  for 
that  segment  of  tl-ie  population  declined,  the  total  cost  burden  would 
diminish,  and  there  would  be  a  shift  in  the  cost  relationship  between 
young  and  old  dependents.  A  similar  change  might  result  if  costly 
institutional  care  for  the  old  were  replaced  by  less  expensive  home 
care.  If  institutional  day  care  for  the  young  v^re  expanded,  the  cost 
relationship  might  shift  frcm  old  to  young.  Ihe  total  cost  of  depend- 
ency could  decrease.  Improved  survivorship  rates  would  increase  the 
numbers  of  those  aged  65  and  over.   However,  improved  survivorship 
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indicates  better  health  which  in  turn  could  mean  greater  participation 
in  the  work-force  in  the  older  age  groups,  and  a  shift  of  the  older 
cohorts  out  of  the  old  dependency  grouping.  Perhaps  only  the  old  old 
(those  over  75)   eventually  will  be  considered  dependent. (2) 

Table  2 

Effective  Dependency  Cost  Relationships 


Youth  cost  share 
Dependency  ratio 

Age  cost  share 

Total  cost 

2.5  X  dependency  ratio 

ratio 

(Per  cent) 

1970 

76.3 

38.0 

114.3 

1980 

57.6 

39.0 

96.6 

2000 

54.8 

46.5 

101.3 

2010 

45.9 

47.8 

93.7 

2020 

48.2 

62.8 

111.0 

2030 

48.4 

77.3 

125.7 

2050 

47.3 

79.2 

126.5 

Source  The  Royal  Commission  on  the  Status  of  Pensions  in  Ontario, 
based  on  dependency  ratios  in  Table  1. 

A  second  element  in  measuring  the  validity  of  tlie  dependency  ratio 
is  the  relationship  of  total  dependency  cost  to  the  total  productivity 
of  the  society.  Therefore,  the  key  to  measuring  the  burden  of  depend- 
ency cost  is  tlie  real  growth  rate  of  the  Canadian  economy.  Increased 
costs  due  to  population  changes  can  be  supported  more  easily  if  the 
econany  is  strong.  If  each  worker  is  producing  more  in  real  terms  (not 
inflated  dollar  terms)  a  certain  level  of  benefits  from  government 
programs  will  take  a  smaller  proportion  of  the  economy's  available 
output.  In  this  connection,  pensions  under  tlie  CPP  increase  with  real 
growth  until  retirement  since  they  are  tied  to  a  wage  index.  After 
retirsnent  they  increase  with  a  price  index,  as  do  the  QAS  and  GIS,  and 
not  with  productivity.  Hence,  government  programs  for  the  old  will  be 
less  of  a  burden  on  future  generations  if  we  have  real  econanic  growth. 

To  estimate  some  cost  implications  of  the  projected  age  dependency 
ratios  the  Canmission  undertook  a  projection  of  the  cost  of  Old  Age 
Security  in  tiie  future.  Assumptions  included  the  following: 

-  QAS  at  its  present  basic  level,  increasing  only  with  prices; 

the  Commission's  most  probable  econanic  assumptions  for 
inflation; 

-  real  growth  in  earnings  of  2  per  cent  a  year. 

The  results  were  determined  in  absolute  dollars,  as  a  percentage  of 
Gross  National  Product  and  as  a  percentage  of  CPP/QPP  Contributory 
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Earnings.  Complete  results  are  shown  in  Appendix  F.  Table  3  shows  OAS 
costs  as  a  share  of  GNP,  tlie  most  significant  of  the  three  measurements. 

Table  3 

Old  Age  Security  Expenditures  with  Full  Indexing 
to  the  Consumer  Price  Index  as  a  Percentage  of 
Gross  National  Product 

Percentage  of  GNP 

1979  1.72 

1980  1.71 
1990  1.59 
2000  1.38 
2010  1.17 
2020  1.27 
2030  1.28 
2040  .99 
2050  .88 

Source  Ihe  Royal  Conmission  on  the   Status  of  Pen- 
sions in  Ontario.  See  Appendix  F-1. 

Fran  these  figures  we  see  a  similar  pattern  emerging  for  costs  in 
relation  to  GNP  as  for  dependency  ratios: 

-  a  steady  fall  until  about  2010; 

-  a  more  stable  pattern  for  the  20  years  between  2010  and  2030 
(though  with  an  increase  in  cost  resulting  from  the  baby  boom 
which  is  not  reflected  in  tlie  dependency  ratios  per  se); 

-  a  continuing  reduction  after  2030. 

The  conparative  reduction  in  expenditures  as  a  percentage  of  GNP 
reflects  the  fact  that  the  benefits  are  indexed  only  to  prices,  and  thus 
increase  rrore  slowly  than  per  capita  GNP  \4iich  includes  real  growth  (in 
excess  of  prices)  of  about  2  per  cent  a  year.  This  factor  outweighs  the 
increasing  proportion  of  the  population  that  is  65  and  over,  except 
for  tlie  period  2010  to  2030  during  which  the  baby  boom  group  reaches 
retironent  age.  An  even  larger  comparative  cost  reduction  can  be  seen 
for  the  Guaranteed  Income  Supplement  and  Spouse's  Allowance,  in  the 
comparison  set  out  in  /^pendix  F-4.  Similar  trends  are  projected  for 
Ontario  in  Appendices  F-3  and  F-6. 


VZU^IDITY  OF  DEMOGRAPHIC  CONCERNS 

The  concern  expressed  by   Leonard   Marsh    in   the   1940s   over  an   in- 
creasing  elderly  population   to   be   supported   by  government  programs 
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was  perfectly  valid  fron  his  point  in  time.   He  could  not  predict  the 
post-war  baby  boom  or  the  econanic  growth  of  the  country. 

The  scenario  outlined  by  Geoffrey  Calvert  for  the  long-term  impact 
of  the  haby  boom  may  be  equally  valid  at  this  time;  but  the  Commission 
is  of  the  opinion  that  projections  of  the  population  into  the  future, 
especially  over  a  period  of  70  to  90  years,  can  at  best  only  point  to 
possibilities  vAiich  policymakers  should  consider  vhen  neking  decisions. 
The  Commission  affirms  the  need  to  design  programs  now  which  take  cog- 
nizance of  possible  conditions  in,  say,  30  years'  time,  with  allowance 
for  reconsideration  as  factors  change. 

Sane  of  the  variables  which  will  affect  our  demographic  future, 
especially  as  it  relates  to  pension  planning,  must  not  be  ignored: 

Fertility  and  Mortality  Rates 

The  baby  bocm  cohorts  do  not  begin  to  enter  retirement  till  about 
2010.  An  upswing  in  fertility  as  late  as  1990  could  provide  suf- 
ficient young  workers  to  offset  the  greater  number  in  the  older 
cohorts.  Who  can  now  accurately  predict  the  social  patterns  of 
fertility  and  family  creation  in  1990?  Lower  fertility  rates 
or  maintenance  of  present  rates  are  not  the  only  possibilities. 
The  Gonmission  is  attracted  to  the  possibility  of  an  upswing  of 
fertility  rates  in  the  middle  and  late  1980s.  On  the  other  hand  a 
major  medical  breakthrough  such  as  a  cure  for  cancer  wDuld  lead  to 
much  longer  life  expectancies  and  hence  to  increased  pension  cost. 
Even  with  known  mortality  rates  we  have  seen  in  our  projections 
that  vsomen  will  exceed  the  number  of  men  in  absolute  numbers  by 
1980.(3)  Ihe  effect  of  longer  life  expectancies  in  the  future  will 
therefore  have  increasing  importance  for  overall  retirement  income 
costs.  On  the  other  hand,  a  healthier  population  at  older  ages 
coupled  with  more  flexible  retirement  ages  may  mean  that  people 
will  wDrk  for  longer  periods.  In  that  event  there  may  be  reduced 
costs  for  pensions  and  more  workers  to  support  the  dependent 
population. 

Immigration 

Control  of  immigration  has  been  used  from  the  early  part  of  this 
century  to  deal  with  short-run  deficiencies  in  the  population 
structure.  Who  can  say  now  vAiat  exigencies,  such  as  the  expected 
shortage  of  skilled  labour  in  the  1980s,  will  be  met  in  this  way? 
Type  and  age  of  ijnnmigrants  and  their  social  patterns,  will  have  an 
impact  on  the  existing  population  and  on  the  population  of  the 
future.  Disruptions  elsewhere  in  the  world,  such  as  the  plight  of 
the  "boat  people,"  followed  by  unexpected  immigration,  can  affect 
the  population  structure  in  ways  we  cannot  begin  to  predict. 
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Dependency  Ratios 

Dependency  ratios  assume  tliat  all  members  of  certain  age  groupings 
are  dependent.  A  change  in  retirement  ages  can  increase  or  de- 
crease dependency  for  the  older  group.  If  mandatory  retirement  age 
is  abolished,  who  can  say  how  many  in  the  younger  group  will  become 
dependent  later  because  of  lack  of  job  opportunities?  If  the  trend 
of  increasing  work  participation  for  wcsmen  changes,  how  will  this 
affect  utilization  of  GIS  and  also  the  growth  in  GNP? 

Real  Growth 

What  will  be  the  real  economic  growth  of  Canada  in  the  future? 
Will  it  be  such  that  the  expected  dependency  ratios  will  be  easily 
carried,  or  will  it  be  so  slow  that  even  a  lesser  dependency  ratio 
will  seem  intolerable?  This  is  the  key  question  for  the  future. 
No  discussion  of  the  dependency  burden  is  meaningful  without  as- 
sessment of  Canada's  long-range  prospects  for  real  growth. 

Government  Programs 

Will  the  share  of  government  expenditures  on  the  aged  increase  as  a 
result  of  political  pressures,  or  will  government  programs  be 
less  important  in  relation  to  the  total  provided  for  retirement 
income  fron  all  sources?  It  is  to  this  question  the  Commission 
believes  serious  consideration  must  be  given  now.  Retirement 
income  provision  by  nature  is  a  long-term  matter;  due  consideration 
must  be  given  to  a  system  that  is  reasonably  adaptable  to  future 
developments.  The  Canmission's  approach  is  to  provide  some  degree 
of  flexibility  in  retirement  incone  design. 


SUMMARY 

In  conclusion,  the  Commission  agrees  tliat  proper  weight  should  be 
given  to  Canada's  possible  demographic  future;  but  it  finds  itself  in 
agreanent  with  the  following  statement  in  a  paper  prepared  for  the 
National  Symposium  on  Aging  held  in  1978: 

"The  policy  issues  related  to  meeting  the  needs  of  the  elderly 
population  in  Canada  today,  and  those  that  will  arise  in  the  future 
with  the  expected  increase  in  both  the  number  and  the  proportion 
of  the  population  who  are  elderly,  have  been  the  cause  of  some 
considerable  and  increasing  debate  during  the  last  couple  of  years. 
However,  in  terms  of  the  econcxnic  implications  of  policy  regarding 
the  aged,  the  discussion  has  often  been  marred  by  confusion  and 
unnecessary  alarm. 

"The  primary  reason  for  this  appears  to  have  been  the  tendency 
to  compress  conceptually,  within  short  time  horizons,  the  deep 
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structural  changes  which  are  taking  place  in  the  economy,  as  well 
as  frequently  to  exaggerate  the  behavioural  adjustments  that  indi- 
viduals make  to  institutional  changes.  For  instance,  alarmist 
points  of  view  have  recently  been  expressed  regarding  the  potential 
impact  of  demographic  changes  on  the  econany  and  its  institutions. 
It  is  not  always  understood  that  economic  processes  often  unfold 
very  slowly;  indeed,  many  of  the  perceived  problems  frequently 
discussed  these  days  may  not  take  place  until  two  decades  into  the 
next  century.  Furtliermore,  major  forces  may  yet  be  unleashed  in 
the  future  to  alter  completely  any  projections  which  we  would 
make  today  on  the  basis  of  past  trends  and  estimated  behavioural 
impacts.  Ihus,  it  is  not  easy  to  make  a  calm,  rational  evaluation 
of  many  of  the  existing  or  expected  changes  in  the  econany,  partic- 
ularly as  they  relate  to  the  aged  at  any  point  in  time  or  to  the 
aging  of  society  in  general."(4) 

The  specific  effects  of  demographic  projections  on  the  Canada 
Pension  Plan  will  be  dealt  with  in  detail  in  the  section  on  the  CPP 
funding. 
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NOTES 

(1)  This  is  the  approach  taken  in  a  paper  entitled,  "Some  Demographic 
and  Economic  Aspects  of  Canada's  Aging  Population,"  prepared  by 
the  Ministry  of  Treasury,  Economics  and  Intergovernmental  Affairs, 
Taxation  and  Fiscal  Policy  Branch,  1978.   The  discussion  on 
"effective  dependency"  is  drawn  from  this  paper. 

(2)  See  Daniel  Kubat,  "The  Demography  of  Older  Canadians,"  in 
Volume  IX. 

(3)  See  Appendix  A-1  and  A-2 . 

(4)  Brian  J.  Powell  and  James  K.  Martin,  Economic  Implications  of  an 
Aging  Society  in  Canada,  Ottawa,  1978. 
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Chapter  5 


Funding  the  Canada  Pension  Plan 


WHAT  IS   FUrroiNG? 

Money  to  pay  pension  pronises  has  to  ccme  fron  sonev^ere.  When  it 
is  set  aside  in  advance  of  the  time  pension  benefits  are  payable,  that 
process  is  "funding"   for  benefits  to  be  paid  sonetirae  in  the  future. 

Pay-As- You-Go 

If  pension  benefits  are  paid  as  they  fall  due  without  any  assets 
being  accumulated,  the  plan  is  said  to  be  operating  on  a  pay-as-you-go 
(or  "pay-go")  basis. 

Full  Funding 

In  a  funded  plan,  money  is  set  aside  with  a  third  party  to  provide 
for  future  benefits.  If  at  any  point  in  time  the  assets  accumulated  are 
sufficient  to  pay  all  accrued  benefits  as  they  fall  due,  the  plan  is 
said  to  be  "fully  funded."  To  the  extent  that  not  all  accrued  benefits 
can  be  paid  at  a  particular  point  in  time  the  plan  is  only  "partially 
funded."  Various  patterns  of  "funding,"  or  deciding  how  much  must  be 
put  in  the  fund  now  to  pay  benefits  later,  have  been  developed.  To  the 
extent  that  a  fund  is  built  up,  interest  on  that  fund  is  available  to 
pay  a  portion  of  the  benefits,  and  so  reduce  the  direct  cost. 


FUNDING  AND  SOCIAL  SECURITY  PROGRAMS 

Social  security  programs  generally  are  financed  on  a  pay-as-you-go 
basis.  The  rationale  is  that  a  government-sponsored  program  relies 
ultimately  on  the  ability  of  government  to  raise  the  necessary  money  by 
taxation.  Old  Age  Security  and  the  Guaranteed  Income  Supplement  are 
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operated  on  this  basis,  as  are  other  forms  of  social  assistance  and 
family  benefits.  Old  Age  Security  originally  was  paid  out  of  a  fund 
provided  by  earmarked  taxes,  but  this  arrangement  was  dropped  in  1975. 
Payroll  deductions  for  the  Canada  Pension  Plan  are  in  effect  a  form  of 
taxation  from  a  specific  group. 

Private  sector  employment  pension  plan  design,  on  the  other  hand, 
requires  a  fund  for  two  main  reasons: 

a)  to  ensure  that  assets  will  be  available  out  of  which  to  pay 
benefits  regardless  of  the  continuing  existence  or  solvency  of 
the  employer; 

b)  to  ensure  orderly  financing  so  that  costs  will  not  become 
unmanageable  as  the  plan  matures  or  the  composition  of  the 
covered  group  changes.  This  provides  equity  between  different 
generations  of  plan  members  and  helps  an  anployer  to  price  his 
products  realistically;  it  facilitates  recognition  of  the  cost 
of  plan  amendments  v^iich  increase  benefits  or  liberalize  the 
conditions  for  receiving  them. 

In  a  social  security  program  it  is  assumed  that  the  plan  will 
continue  in  perpetuity,  since  the  plan  is  backed  by  the  taxing  power  of 
the  government.  The  creation  of  a  fund  for  the  reasons  in  a)  above 
is  generally  considered  unnecessary.  The  argument  against  a  fund  is 
carried  further  when  it  is  pointed  out  that  creating  a  fund  which  is 
invested  in  government  bonds  affords  no  greater  security  than  an  un- 
funded plan,  because  the  reliability  of  government  bonds  is  likewise 
rooted  in  the  taxing  power  of  the  government.  It  might  be  possible  to 
externalize  the  liability  for  the  assets  in  a  fund  if  the  assets  were 
invested  in  equities  or  v^re  lent  abroad,  but  these  options  have  other 
political  and  economic  connotations  \^hich  might  irake  them  unacceptable 
to  the  public. 

The  second  reason  for  funding,  the  control  and  spreading  of  future 
costs,  may  however  be  justified  for  government  programs,  so  that  the 
cost  burden  of  the  plan  can  be  levelled  over  the  years  and  over  dif- 
ferent age  cohorts  of  workers.  Without  some  mechanism  for  smoothing  in 
a  conpletely  pay-as-you-go  plan,  costs  will  continue  to  rise  as  more  and 
more  people  becane  entitled  to  benefits  from  the  plan. 

It  is  with  the  pay-as-you-go  approach  that  the  structure  of  the 
population  becones  particularly  important.  So  long  as  there  are  suffi- 
cient young  workers  caning  into  the  plan  stream  to  meet  the  costs  of  the 
payments  out  to  the  retiring  workers  without  undue  burden,  the  plan  can 
operate  smoothly. 
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FUNDING  OF  1HE  CANADA  PENSION  PLAN 

Unlike  Old  Age  Security,  the  Canada  Pension  Plan  is  now  operating 
on  a  partially  funded  basis.  A  contribution  rate  originally  set  above 
the  pay-go  rate  created  an  excess  of  contributions  over  current  bene- 
fits, resulting  in  tJie  buildup  of  a  fund  which  in  1978  stood  at  $14.3 
billion. 

Funding  Patterns 

Under  tlie  terms  of  the  CPP  its  iX)sition  is  analyzed  in  Statutory 
Actuarial  Reports  prepared  by  tlie  Federal  Department  of  Insurance.  One 
purpose  of  these  reports  is  to  provide  information  about  the  funded 
status  of  the  plan  and  the  need  to  change  contribution  rates  based  on 
three  different  plan  funding  patterns,  which  are  designated  in  the 
reports  as  Funds  A,  B,  and  C.  These  patterns  may  be  described  as 
follows: 

Fund  A 

Phase  1  Ihe  present  contribution  rate  of  3.6  per  cent  of  contrib- 
utory earnings  exceeds  payment  of  benefits  and  expenses. 
The  excess  constitutes  a  fund  which  is  lent  to  the  par- 
ticipating provinces.  The  investment  earnings,  being 
interest  payable  by  the  provinces,  is  likewise  lent  to  the 
provinces.  This  phase  is  completed  when  current  benefits 
and  expenses  are  greater  than  current  contributions. 

Phase  2  Current  benefits  and  expenses  are  paid  from  current 
contributions  plus  that  i^5art  of  the  interest  on  the  fund 
required  to  make  up  the  difference  to  pay  benefits.  To 
the  extent  interest  is  not  recjuired  to  meet  the  payments, 
the  fund  will  continue  to  grow.  When  the  funds  available 
to  the  provinces  for  new  loans  drop  below  the  amount  the 
provinces  must  pay  for  interest  to  meet  current  benefit 
costs,  the  cash  flow  to  the  provinces  becones  negative  and 
Phase  2  is  canpleted. 

Phase  3  When  current  benefits  and  expenses  exceed  current  con- 
tributions plus  the  current  interest  on  the  fund,  the 
provinces  must  repay  their  loans  to  meet  current  costs. 
Phase  3  is  canpleted  when  the  fund  is  exhausted. 

When  Phase  3  is  completed,  either  the  contribution  rate  must  rise 
to  the  pay-go  cost,  or  other  sources  of  funds  have  to  be  found  to 
meet  current  costs. 

Fund  B 

Phase  1     Same  as  for  F\ind  A. 
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Phase  2  Instead  of  the  cash  flow  to  the  provinces  becoming  nega- 
tive, the  contribution  rate  rises  to  the  then  pay-go  rate 
to  pay  for  current  benefits  and  expenses  and  continues  to 
rise  in  the  future  as  required.  In  the  result,  interest 
payable  by  the  provinces  continues  to  be  loaned  to  them, 
and  the  fund  continues  to  increase  by  the  amount  of  these 
new  loans.  Interest  is  never  used  to  pay  benefits. 

Fund  C 

Phase  1  Same  as  Fund  A. 

Phase  2  Same  as  Fund  A. 

Phase  3  Ihe  contribution  rate  rises  to  the  then  pay-go  rate  to 
pay  for  current  benefits  and  expenses,  and  continues  to 
rise  in  the  future  as  required.  In  the  result,  the  fund 
remains  at  the  level  attained  at  the  end  of  Phase  2 ,  and 
the  loans  to  the  provinces  are  never  in  fact  repaid. 
Although  interest  is  used  to  pay  benefits  and  expenses,  in 
real  terms  the  fund  and  interest  payments  becone  less  and 
less  significant. (1) 

With  these  funding  patterns  the  question  to  be  resolved  is,  "how 
soon  and  at  v*iat  pace  should  the  contribution  rate  begin  to  rise  to  its 
ultimate  level?"(2)  In  caning  to  grips  with  this  question  the  timing  of 
the  various  phases  in  the  development  of  the  CPP  funding  pattern  have 
become  known  as  "critical  years."  These  critical  years  coincide  with 
the  phases  discussed  under  Fund  A.  From  a  policy  point  of  view  it  is 
important  that  a  decision  be  made  on  the  future  financing  of  the  CPP 
before  the  end  of  the  Phase  1  of  Fund  A  is  reached,  i.e.,  before  the 
first  critical  year.  Statutory  Actuarial  Report  No.  6  fixes  this  year 
at  1985.  The  earlier  report  dealing  with  this  projection.  Statutory 
Actuarial  Report  No.  3,  fixed  the  first  critical  year  at  1982,  v^ile  the 
original  projection  fixed  the  first  critical  year  at  1981. 

Full  Funding  Issue 

Fran  the  description  of  these  funds  we  can  describe  the  CPP  at 
the  present  time  as  being  partially  funded.  If  any  of  the  patterns 
described  are  adopted,  the  CPP  will  gradually  move  closer  to  a  pay-go 
system.  However  vviiether  pay-go  is  the  correct  funding  method  for  the 
CPP  has  become  the  centre  of  keen  debate.  This  debate  intensified  with 
the  release  of  a  working  paper  entitled,  "Review  of  Issues  in  Financing 
the  Canada  Pension  Plan"  by  the  Ontario  Ministry  of  Treasury,  Economics 
and  Intergovernmental  Affairs  in  April  1976.  In  challenging  this  paper, 
Geoffrey  Calvert  in  Pensions  and  Survival  (3)  comments  that  decisions 
for  financing  the  CPP  are  "one  of  the  major  decisions  of  the  decade  in 
Canadian  finance."  According  to  Calvert,  the  choice  of  funding  method 
will  have  the  most  far-reaching  impact  on: 
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-  Federal-provincial  relations; 

-  Provincial  spending  and  borrowing  arrangements; 

-  Present  and  future  CPP  tax  rates; 

-  Individual  equity  and  windfalls  from  the  CPP; 

-  Intergenerational  subsidies  between  people; 

-  Ihe  capital  markets; 

-  Private  enterprise. 

"It  vsould  therefore  be  a  good  thing  if  Canadians  were  to  become 
sanev\tiat  familiar  with  the  options  that  lie  cpen,  and  to  get  some  sense 
of  what  is  quietly  buried  in  tine  equally  inviting  looking,  though  sta- 
tistically dry  presentations  of   Funds  A,   B  and  C."(4) 

THE  ODMMISSIOSI'S   PROJECTIONS   FDR  THE  CAtvlADA  PENSION  PLAN 

The  seriousness  of  the  decisions  to  be  made  persuaded  the  Commis- 
sion of  the  need  for  a  complete  actuarial  examination  of  the  exist- 
ing plan  status  as  well  as  exploratory  work  on  a  number  of  possible 
approaches . 

The  most  current  CPP  statutory  actuarial  report  at  the  time  the 
Commission  started  its  investigation  was  the  third,  as  at  December  31, 
1973.  The  economic  assumptions  of  this  report  for  1976  and  later  were 
as  follows: 

Annual   increase  in  average  earnings,   5.5  per  cent; 

Annual   increase  in  the  Consumer  Price  Index,   3.0  per  cent; 

Annual  rate  of  interest  on  new  investments,   6.5  per  cent. (5) 

Comparing  these  with  more  recent  developments,  it  appeared  to  the 
Commission  that  it  should  carefully  consider  the  assumptions  on  which 
its  own  wDrk  should  be  based,  while  recognizing  that  all  assumptions 
take  into  account  long-term  trends  rather  than  short-term  movements. 
The  Commission  consulted  a  number  of  experts  in  the  various  fields  in 
which  assunptions  were  to  be  made,  and  determined  a  set  of  assumptions 
upon  v*iich  its  actuarial  work  for  all  phases  of  the  report  is  based. 
This  provides  a  consistency  throughout  the  report  which  the  Commission 
felt  was  important  since  it  sees  all  phases  of  retirement  income  pro- 
vision as  parts  of  a  whole.  The  bases  for  the  selection  of  various 
assunptions  are  set  out  in  the  Methodology  section  of  this  Volume. 
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Three  alternative  sets  of  economic  assumptions  and  four  sets  of 
fertility  assumptions  were  used  in  many  of  the  projections  to  give  some 
idea  of  the  sensitivity  of  the  results  to  different  possibilities,  alone 
and   in  ccrnbination. 

The  Commission's  Fertility  Assuirptions 

Table  1 

The  Conmiss ion's  Fertility  Assuirptions ( 6 ) 

Net  reproduction  rates 


Year Low/low Lew Most  probable High 

1971-74  Actual  rates  from  Statistics  Canada. 

1975-84  Rates  determined  linearly  by  interpolation 

fron  1974  and  1985  values. 
1985  .90  1.00  1.20  1.45 

1990  .90  1.00  1.10  1.30 

1995  .90  1.00  1.00  1.15 

2000  and  later  .90  1.00  1.00  1.00 

Source  The  Royal  Commission  on  the  Status  of  Pensions  in 
Ontario,  Volume  V,  Resource  Study,  "Methodology  and 
Assumptions." 

The  Canmission's  "most  probable"  assumption  is  less  pessimistic 
than  those  adopted  by  many  today.  It  reflects  both  a  baby  boom  echo 
(births  produced  by  tlie  baby  boom  cohorts)  and  the  perception  that  some 
of  the  present  low  fertility  may  arise  from  postponed  child-bearing 
rather  than  no  child-bearing.  These  concepts  are  discussed  in  the 
Resource  Study,  "Methodology  and  Assumptions,"  in  this  volume,  and  in 
greater  detail  in  Volume  IX  in  the  papers  prepared  by  Daniel  Kubat, 
Sociologist  to  the  Commission.  It  must  be  remembered  that  the  fertility 
assumptions  are  important  for  forecasting  the  future  working  population. 
The  absolute  numbers  in  the  retirement  cohorts  between  now  and  2030  have 
already  been  born. 

By  contrast  to  tlie  Commission's  most  probable  fertility  assump- 
tion, the  Canada  Pension  Plan  Statutory  Actuarial  Report  No.  6  as  at 
December  31,  1977,  uses  a  net  replacement  ratio  of  1  throughout  for  its 
main  projections  and  .9  for  its  auxiliary  projections.  The  latter 
represents  the  low  fertility  assumption  used  by  Statistics  Canada  for 
its  "Population  Projections  for  Canada  and  the  Provinces  1972-2001." 
The  Canmission's  work  in  its  range  of  assumptions  therefore  includes 
both  these  fertility  forecasts  for  conparison  purposes. 

As  we  noted  in  the  chapter  on  Demography,  population  projections 
take  into  account  both  fertility  and  net  immigration.  Recent  changes  in 
the  Immigration  Act  will  affect  the  type  and  age  distribution  of  immi- 
grants, and  this  in  itself  will  have  interesting  effects  on  the  number 
of  additional  workers  in  the  work-force   and  on   additional   births.  (7) 
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There  is  no  indication  that  these  changes  were  taken  into  account  in  the 
Statutory  Actuarial  Report  1977  assunptions. (8) 

The  Conmission's  Economic  Assunptions 

Key  assumptions  for  any  projections  for  the  Canada  Pension  Plan 
are  the  economic  assumptions.  The  economic  assumptions  used  by  the 
Ccmmission  are  summarized  in  Table  2.(9) 

Table  2 

The  Commission's  Econonic  Assumptions 


Wages  and 

salaries 

Interest 

rates (a) 

Real 

Total 

Real 

Total 

Inflation 

Growth 

Growth 

Return 

Return 

(Per  cent) 

A.   Most 

probable  econonic 

scenario 

1978 

7.3 

-.3 

7.0 

1.7 

9.0 

1979 

6.0 

2.0 

8.0 

2.3 

8.3 

1980-84 

5.5 

1.8 

7.3 

2.4 

7.9 

1985-89 

5.0 

2.0 

7.0 

2.6 

7.6 

1990  and 

later 

4.0 

2.1 

6.1 

2.4 

6.4 

B.  High  probable  economic 

scenario 

1978 

9.3 

-.3 

9.0 

1.2 

10.5 

1979 

8.0 

2.0 

10.0 

1.8 

9.8 

1980-84 

7.5 

1.8 

9.3 

2.4 

9.9 

1985-89 

7.0 

2.0 

9.0 

2.6 

9.6 

1990  and 

later 

6.0 

2.1 

8.1 

2.4 

8.4 

C.  Low  probable 

econonic  : 

scenario 

1978 

6.3 

-.3 

6.0 

1.8 

8.1 

1979 

5.0 

2.0 

7.0 

2.5 

7.5 

1980-84 

4.5 

1.8 

6.3 

2.5 

7.0 

1985-89 

4.0 

2.0 

6.0 

2.7 

6.7 

1990  and 

later 

2.0 

2.1 

4.1 

2.4 

4.4 

a  Based  on  long-term  government  bond  index  (10  years  and  over)  in- 
creased by  .30  of  1  per  cent  to  adjust  to  Government  of  Canada  bonds 
with  terms  of  20  or  more  years. 

Source  The  Royal  Commission  on  the  Status  of  Pensions  in  Ontario, 
Volume  V,   Resource  Study,   "Methodology  and  Assumptions." 

If  we  examine  some  of  the  relationships    in   the   Commission's  most 
probable  econonic  assunptions  the  following  points  are  clear: 

a)     Inflation 

The  rate  of  6  per  cent  assumed  by  the  Commission  in  1977  for 
1979  has  proved  to  be  incorrect.  1978  was  also  higher  than 
the  predicted  rate.     The  High  probable   scenario   is   closer   to 
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reality.  However  all  scenarios  forecast  a  decline  in  rates  to 
more  traditional  levels  by  1990;  this  decline,  barring  such 
shocks  as  that  engendered  by  the  OPEC  price  increases,  is 
likely  to  reflect  reality.  The  Commission  conpared  the  effects 
of  the  high  probable  assumptions  against  those  based  on  most 
probable  assumptions  and  was  satisfied  that  the  differences 
were  not  significant  for  long-term  planning.  Comparisons  are 
set  out  in  the  next  chapter. 

b)  Real  Wage  and  Salary  Growth 

1978  rates  reflect  the  presence  of   the  Anti-Inflation  Board. 

1979  returns  to  the  expectation  of  the  traditional  growth  rate 
of  2  per  cent.  The  downswing  in  the  period  1980-84  forecasts  a 
continuing  oversupply  of  labour  while  the  return  to  2  per 
cent  in  the  next  period  reflects  the  predicted  skilled  labour 
shortage  of  the  late  1980s.  It  is  noted  in  Statutory  Actuarial 
Report  No.  6  that  the  annual  real  increase  in  earnings  may  have 
dropped  below  the  traditional  long-term  2  per  cent  to  1.5  per 
cent,  although  2  per  cent  was  used  for  the  main  projections. 
The  Commission  used  a  long-term  rate  of  2.1  per  cent  but  also 
made  projections  based  on  .5  per  cent  above  and  below  that 
level;  we  tlierefore  have  projections  which  can  be  ccxnpared  with 
the  Statutory  Actuarial  Report. 

c)  Investment  Rate  of  Return 

There  is  also  a  movement  away  from  historical  patterns  in 
our  assumption  for  real  rate  of  return  on  investments.  The 
Commission  does  not  adopt  the  3  per  cent  traditional  rate 
but  has  geared  the  rate  of  return  to  actual  experience,  with 
projections  based  on  long-term  rates  for  government  bonds. 

Since  the  design  of  the  CPP  requires  the  interest  rate  on  loans 
to  the  provinces  to  be  set  in  relation  to  rates  on  long-term 
Government  of  Canada  bonds  there  is  justification  for  using 
these  rates,  normally  slightly  less  than  the  rates  on  private 
issuer  securities.  The  trend  line  for  ten-year  bonds  shows  a 
2.25  per  cent  rate;  by  extrapolation  the  Commission  has  adopted 
a  2.4  per  cent  rate  for  twenty-year  bonds  of  the  provinces. 

d)  Work-force  Participation  Rates 

A  striking  feature  of  recent  years  has  been  the  increasing 
work-force  participation  of  females.  At  younger  ages  the 
proportion  of  wDmen  in  the  work-force  is  quite  high,  and  not 
much  room  remains  for  further  improvement.  At  ages  over  40, 
however,  we  may  expect  a  yet  higher  proportion  of  women  to  work 
outside  the  home.  This  trend  is  correlated  with  changing 
lifestyles  and  to  some  extent  with  the  falling  birth  rate, 
although  many  women  resume  working  as  soon  as  possible  after 
child-bearing  and  rely  on  day  care  facilities  and  care  provided 
by  others  in  the  home.      The  evidence   suggests   that  par  tic  i- 
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pation  rates  for  females  will  continue  to  grow  until  they  are 
close  to  those  of  males.  The  Commission's  assumptions  show  a 
higher  particii^ation  of  females  in  all  age  groups  Uian  do  those 
used  for  the  Statutory  Actuarial  Report  No.  6. 

Participation  is  also  affected  by  unemployment  and  the  tendency 
for  people  to  spend  more  years  at  school.  Retirement  age 
policies  also  affect  participation;  the  work-force  is  reduced 
by  any  move  towards  early  retirement,  but  will  be  increased 
as  mandatory  retirement  rules  are  removed.  The  Commission 
believes  participation  rates  for  both  men  and  women  in  the 
over-60  group  will  increase  in  times  of  high  inflation.  If 
more  flexible  retirement  age  policies  are  adopted  even  higher 
participation  may  result,  but  our  projections  are  based  on 
present  practices. 

Other  Assunptions 

Other  assunptions  were  required  before  the  Ccanmission  made  its  pro- 
jections. Where  possible,  the  Conmission  adopted  assumptions  identical 
or  similar  to  those  used  by  the  Federal  Department  of  Insurance  in  its 
projections  for  Statutory  Actuarial  Report  No.  6.  It  has  been  possible 
therefore  to  draw  useful  ccmparisons,  (in  Chapter  6)  keeping  in  mind  the 
differences  in  fertility  and  economic  assumptions. 

Areas  for  Analysis 

Having  determined  its  assumptions  and  made  its  population  projec- 
tions for  Canada,  Canada  less  Quebec  (the  population  base  for  the  CPP), 
and  Ontario,  the  Conmission  set  about  making  projections  for  the  period 
1978  to  2050  for  the  following  aspects  of  the  CPP: 

1.  Expenditures  -  a  breakout  of  amounts  paid  for 

a)  retirement  benefits, 

b)  velfare  benefits  (disability,  survivor,  and  orphan 
benefits) , 

c)  cost  of  indexing  each  of  a)  and  b) ; 

2.  Expenditures  -  in  million  of  dollars  and  as  a  percentage  of 
contributory  earnings; 

3.  Contributions  on  three  bases  -  pay-go,  partially  funded  and 
fully  funded  (entry  age  level  cost). 

The  resulting  projections  were  used  for  comparisons  of  the  effects 
on  the  Statutory  Report  funding  patterns.  Funds  A,  B,  and  C,  defined 
previously  in  this  chapter.  In  addition,  the  Commission  tested  three 
other  possible  designs  v^ich  it  designated  Funds  D,  E,  and  F.  These 
funds  reflect  the  use  of  entry  age  level  contribution  to  determine 
contribution  rates  for  different  combinations  of  benefit.   Entry  Age 
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Level  Cost  was  determined  by  taking  an  age  cohort  age  18  on  December  31, 
1977  and  projecting  the  cost  on  the  basis  that  the  contribution  rate 
would  result  in  a  nil  fund  for  that  cohort  at  the  end  of  all 
contributions  and  all  expenditures  for  tliat  cohort. 

Fund  D  (full  funding) 

All  benefits  and  the  cost  of  indexing  for  all  benefits  are  funded 
on  entry  age  level  cost. 

Fund  E 

Retirement  benefits  and  their  indexing  costs  are  funded  on  entry 
age  level  cost  and  all  welfare  benefits  and  their  indexing  costs 
are  pay-go. 

Fund  F 

Retirement  benefits  (unindexed)  are  funded  on  entry  age  level  cost, 
and  v^lfare  benefits  and  the  cost  of  indexing  for  both  retirement 
and  welfare  benefits  are  pay-go. 

Also  developed  fron  the  projections  were  figures  showing  the  fund  size 
as  a  multiple  of  the  benefit  pay-out  in  the  year.  This  is  useful  to 
assess  a  suitable  fund  size.  The  effect  of  reinstating  the  earnings 
test  used  in  the  CPP  until  1974  was  also  tested  for  Funds  A,   B,   and  C. 

We  decided  that  special  consideration  should  be  given  to  the 
effects  of  the  baby  boon  on  the  plan.  We  therefore  made  further  calcu- 
lations to  determine  the  "extra"  births  over  the  assumed  normal  total 
fertility  rate,  and  projected  the  effects  of  this  group  on  funds  A,  B, 
and  C.(IO) 

V'Jhen  Vie  examined  the  projection  runs  for  Funds  A,B,  and  C,  we  found 
that  the  Ontario  figures  did  not  vary  significantly  from  the  Canada  less 
Quebec  figures.  Therefore  we  eliminated  this  breakdown  for  further 
runs.  For  tliose  interested  v^  have  included  in  the  Appendices  several 
tables  showing  Ontario  figures  compared  with  those  for  Canada  less 
Quebec.  Ontario  ranges  very  close  to  the  50  per  cent  mark  for  expendi- 
tures, is  slightly  lower  in  temns  of  unfunded  actuarial  liability  and  is 
slightly  above  the  average  level  for  pay-go  contributions  until  after 
2025.  It  is  clear  that  Ontario  pays  and  receives  an  appropriate  share 
under  the  plan  and  there  are  no  aberrations  which  appear  likely  to 
disturb  this  position  for  the  future. (11) 

We  have  also  included  a  comparison  of  dependency  ratios  between 
Ontario  and  Canada  less  Quebec,  based  on  our  most  probable  fertility 
assunption.  (12)  Again,  in  view  of  the  negligible  differences,  we  did 
not  project  Ontario  dependency  ratios  on  other  fertility  assumptions, 
but  proceeded  on  the  basis  of  the  Canada  less  Quebec  projections. 
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These  projections  give  us  t±ie  information  we  need  to  sort  fact  from 
fantasy  in  the  debate  on  Uie  Canada  Pension  Plan.  The  most  relevant 
tables  are  published  in  Appendices  A  to  F.  Ihe  complete  projections  can 
be  made  available  to  interested  persons  through  the  Ontario  Archivist. 
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NOTES 

( 1 )  Description  of  funds  from  Canada  Pension  Plan  Statutory  Actuarial 
Report  No.  6  as  at  December  3  1,  1977. 

(2)  Ibid.,  p.  5. 

(3)  G.N.  Calvert,  Pensions  and  Survival,  Toronto  1977,  Chapter  5. 

(4)  Ibid.,  p.  87. 

(5 )  Canada  Pension  Plan  Statutory  Actuarial  Report  No.  3  as  at 
December  31,  1973,  p.  55. 

(6)  See  Volume  V,  Resource  Study,  "Methodology  and  Assumption." 

(7)  "Methodology  and  Assumptions."   See  also:   Daniel  Kubat,  "The 
Demography  of  Older  Canadians,"  in  Volume  IX. 

(8)  Canada  Pension  Plan  Statutory  Actuarial  Report  No.  6,  1977, 
pp.  40,  ff. 

(9)  See  "Methodology  and  Assumptions." 

(10)  Appendix  D,  Tables  D-14,  D-15  and  D-16. 

(11)  Appendix  C,  Tables  C-9,  C-10  and  C-11. 

(12)  Appendix  B,  Table  B-2  and  B-3 . 
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Chapter  6 


Analysis  of  the  Commission's  Projections 


The  first  step  in  the  Caninission's  assessment  of  the  Canada  Pension 
Plan  was  to  forecast  the  future  of  the  plan  on  its  present  funding 
pattern,  based  on  the  Conmission's  projections.  This  meant  looking  at 
several  aspects  of  future  cost:  the  effect  on  fund  patterns  A,  B, 
and  C;  the  effect  on  contribution  rates;  the  effect  of  reintroducing 
the  former  earnings  test;  and  the  effect  of  varying  the  assumptions. 
Finally,  the  results  were  conpared  with  the  latest  Statutory  Actuarial 
Report  for  the  plan. 

Future  Cost  of  Existing  CPP  Benefits 

Assuming  that  the  benefit  structure  remains  unchanged  and  at  its 
present  level,  the  costs  of  the  CPP  on  a  pay-go  basis  expressed  as  a 
percentage  of  contributory  earnings  based  on  the  Commission's  most 
probable  assunptions  are  as  follows: (1) 

1978  2.36  per  cent 

1980  2.86 

1990  4.61 

2000  5.73 

2010  6.34 

2020  8.08 

2030  9.28 

2040  8.87 

2050  9.45 

Note  that  until  after  1985,  contribution  incoroe  at  the  present  rate  of 
3.6  per  cent  more  than  covers  benefit  payments. 

The  cost  rises  steadily  to  about  2-1/2  times  the  present  rate, 
but  does  not  reach  the  full  funding  rate  of  9.66  per  cent  discussed 
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below.  (2)     Itie  cost  reaches  a  peak   in   2030  and   then  declines,    illus- 
trating  the  effect  of  the  baby  bocm  of  the  1945-1965  period. 

Future  Cost  of  Existing  CPP  Benefits  by  Category 

Because  tlie  CPP  provides  disability  pensions  for  disabled  workers 
and  their  dependents  and  survivor  pensions  for  survivors  of  active 
Markers,  as  vvell  as  retirenent  pensions  and  retiree  survivor  pensions, 
the  CbmiTiission  sought  information  on  their  respective  cost.  Table  1 
shows  costs  separately  for  non-indexed  portions  of  retirement  pensions, 
disability  benefits  (called  welfare  benefits  elsewhere  in  this  Vol- 
ume) (3)  and  the  costs  for  indexing  tlie  respective  benefits,  (4)  as  well 
as  the  total  pay-go  costs  for  tliese  benefits.  All  costs  are  expressed 
as  a  percentage  of  contributory  earnings  to  the  plan  for  the  respective 
years.  Thus,  in  1980,  non-indexed  retireinent  benefits  account  for  1.44 
per  cent  of  contributory  earnings,  and  indexing  of  retirement  benefits 
.28  per  cent,  for  a  total  of  1.72  per  cent;  total  cost  for  all  benefits, 
indexed,  plus  expenses,  is  2.86  per  cent  of  contributory  earnings  for 
the  year. 

Fran  Table  1  we  see  that  "welfare"  benefits  account  for  about  40 
per  cent  of  tlie  total  cost  in  1980.  As  the  plan  matures,  the  proportion 
for  welfare  drops  to  25  per  cent.  These  figures  assurae  a  constant 
proportion  of  disability  in  the  v»ork-force;  an  increased  propensity  to 
claim  disability  pensions,  or  lowering  of  retirement  entitlement  age, 
WDuld  change  the  balance  between  retireinent  and  welfare  components. 

The  indexing  cost  rises  from  15  per  cent  of  the  total  in  1980  to 
about  28  per  cent  after  year  2000  and  then  to  30  per  cent  based  on  the 
"most  probable"  assumptions.  The  division  of  the  cost  into  the  indexed 
and  non-indexed  portions  is  sensitive  to  changes  in  assumptions  for  the 
rate  of  inflation.  If  the  inflation  assumptions  were  changed,  total 
cost  as  a  percentage  of  contributory  earnings  would  not  be  greatly 
affected,  but  the  allocation  between  indexed  and  non- indexed  would  be. 
It  is  important  to  realize  that  there  is  a  significant  cost  for  the 
full  indexing  under  the  plan,  and  that  the  cost  of  providing  it  does 
represent  30  per  cent  of  the  cost  by  2010  -  or  double  today's  cost 
related  to  contributory  earnings. 

Future  Cost  for  Ontario 

The  costs  of  CPP  benefits  for  Ontario  alone  were  calculated  using 
the  same  fertility  and  economic  assumptions  but  an  Ontario  population 
base.  Costs  for  Ontario  expressed  as  a  percentage  of  contributory 
earnings  were  higher  than  for  the  overall  plan  until  about  year  2025, 
and  then  were  lower.  The  maximum  difference  was  about  6  per  cent  in 
the  year  2000.(5)  The  higher  cost  for  Ontario  can  be  attributed  to 
differences  in  the  present  age  distribution  and  work-force  participation 
in  CTitario.     The  differences   are   significant,    but   not   so   large   as   to 
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suggest   that   the  Ontario  government   should   on   this   account   pursue 
different  policies  frcn  otlier  provinces. 

Effect  on  Cost  of  Varying  Assunptions 

The  effect  on  costs  of  varying  the  fertility  and  economic  assump- 
tions is  sliovm  in  Table  2. 

Fertility 

The  effect  of  varying  the  fertility  assumptions  is  negligible 
until  after  tlie  year  2000  when  people  born  after  1978  begin  to  enter 
the  work-force.  Predictably,  a  low  birth  rate  would  require  a  higher 
contribution  rate  and  a  high  birtli  rate  would  reduce  it.  The  effect  of 
changing  the  fertility  rate  assumption  would  be  at  its  maximum  in  year 
2030,  WDuld  diminish  to  2040,   and  would  rise  again  by  2050. 

As  we  have  noted,  fertility  assumptions  are  subject  to  a  large 
margin  of  error;  hence,  projections  become  progressively  speculative  as 
we  look  further  into  the  future.  However,  projections  are  useful  in 
indicating  the  range  of  effects  tliat  varying  fertility  could  have  on  CPP 
costs.  Thus,  by  tiie  year  2020,  assuming  the  Canmiss ion's  most  probable 
economic  assumption,  the  costs  compared  with  the  Commission's  most 
probable  fertility  assunption  would  be  increased  by  10  per  cent  if  we 
used  the  very  low  fertility  assunption,  increased  by  5  per  cent  if  we 
used  the  lew  fertility  assumption,  and  decreased  by  7-1/2  per  cent  if  vfe 
used  the  high  fertility  assunption. 

Econonic 

The  effect  of  changing  the  economic  assumption  is  also  shown 
in  Table  2.  Briefly,  the  low  and  high  economic  assumptions  are  that 
inflation  will  be  1  per  cent  lower  and  2  per  cent  higher  than  the  most 
probable  inflation  rate.  The  nost  probable  long-term  rate  is  assumed  to 
be  4  per  cent  per  annum.  The  growth  rate  of  average  wages  and  salaries 
is  taken  as  2.1  per  cent  above  the  rate  of   inflation  in  all  scenarios. 

It  will  be  seen  that  the  inflation  rate  has  only  a  minor  effect  on 
total  benefit  payments  on  a  pay-go  basis,  expressed  as  a  percentage  of 
contributory  earnings.  There  is  however  sane  "inflation  dividend"  after 
1990.  Costs  are  lower  with  high  inflation;  but  the  differences  are  not 
more  than  1-1/2  per  cent  at  any  time. 

However,  inflation  has  an  important  effect  if  the  total  cost  is 
split  between  the  cost  of  indexing  and  the  cost  of  benefits  before 
post-retiranent  indexing.  Table  3  shov/s  that  the  indexing  cost  after 
the  year  2000  levels  out  at  about  30  per  cent  of  total  costs  (on  the 
most  probable  economic  assunptions).  However,  it  would  be  39  per  cent 
if  inflation  viere  2  per  cent  higher  and  about  24  per  cent  if  inflation 
were  1  per  cent  lower. 
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The  reason  may  be  explained  readily.  Benefits  under  the  Canada 
Pension  Plan  are  indexed  and  therefore  rise  with  inflation.  Wages  and 
salaries  rise  with  inflation,  and  the  limits  on  contributory  earnings 
under  the  CPP  are  also  indexed.  Hence  inflation  has  little  effect 
on  the  ratio  of  benefits  to  contributions  in  a  particular  year.  If, 
however,  inflation  increases,  the  original  dollar  amount  of  pension  buys 
less,  and  the  indexing  adjustment  needed  to  maintain  the  real  value  of 
the  pension  must  be  higher.  Contributions  increase,  since  the  indexing 
adjustment  to  contribution  income  is  built  in.  As  a  result,  while 
inflation  has  little  effect  on  contribution  percentage  rates,  it  causes 
the  portion  of  the  contribution  rate  for  the  original  pension  to  fall 
and  for  the  indexing  element  to  rise,  ^pendix  G-1  shows  the  result  of 
what  might  be  considered  the  worst  scenario  for  the  CPP  for  the  future, 
within  the  Commission's  range  of  assumptions,  i.e.,  the  combination  of 
high  econonic  assunptions  (inflation  rates  continuing  at  6  per  cent) 
and  low/low  fertility  rates  (.9  fertility  rate  producing  a  declining 
peculation).  Conparing  the  figures  in  Table  2  and  ^pendix  G-1,  we  can 
see  the  "inflation  dividend":  fran  higher  rates  of  inflation  results  in 
contribution  rates  after  1980  which  are  actually  lower  tlian  for  low/low 
fertility  and  most  probable  econonic  assumptions. 

Effect  of  Funding  Patterns  on  Cost  Projections 

Cost  projections  for  tlie  CPP  will  produce  different  results  de- 
pending on  the  funding  design  selected.  Ihe  foregoing  discussion  dealt 
with  cost  on  a  completely  pay-go  basis.  Once  a  design  of  partial  or 
full  funding  is  selected,  different  cost  patterns  will  energe. 

For  fund  A  the  contribution  rate  remains  fixed  at  3.6  per  cent 
throughout  the  three  phases  described  earlier.  The  ends  of  these  phases 
have  became  known  as  the  "critical  years."  The  Commission's  projec- 
tions on  its  most  probable  assumptions  show  the  crucial  years  to  be  the 
following: (6) 

1.  The  first  critical  year  is  1986.  This  is  the  first  year  the 
cash  flow  to  the  provinces  from  contributions  is  zero.  In 
other  words  it  is  the  first  year  that  payments  for  benefits 
and  expenses  exceed  the  income  produced  by  the  3 . 6  per  cent 
contributions.  The  provinces  are  required  to  pay  interest  on 
their  borrowings  from  the  CPP  fund,  but  this  money  is  also 
available  for  new  loans  unless  required  for  benefits.  For 
several  years  after  tlie  first  critical  year,  the  fund  continues 
to  grow  because  interest  exceeds  the  net  outflow  of  benefits 
(payments  less  contributions). 

2.  The  second  critical  year  is  1991.  This  is  the  first  year  the 
provinces  cannot  borrow  any  part  of  their  interest  payments. 
In  other  words  it  is  the  first  year  tliat  payments  for  benefits 
and  expenses  exceed  the  contribution  income  plus  the  interest 
on  the  CPP  fund.  The  fund  has  reached  its  peak  and  has  started 
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to  decline.  Fran  this  point  on,  the  provinces  have  to  make 
capital  repayments  as  well  as  paying  interest  on  the  outstand- 
ing balances. 

3.  The  third  critical  year  is  2001.  This  is  the  year  that  the 
fund  is  exhausted.  In  other  words,  it  is  the  first  year  that 
payments  for  benefits  and  expenses  exceed  the  contribution 
inccme  plus  the  interest  plus  the  remaining  balance  in  the 
fund.  At  this  point  the  provinces  have  completely  repaid 
their  borrowings  from  the  CPP  fund.  Unless  contributions  are 
increased,  the  plan  must  borrow  fran  the  federal  government  in 
order  to  pay  the  benefits  and  expenses. 

Having  established  the  critical  dates,  let  us  examine  the  costs 
involved  in  the  alternative  funding  pattern  set  out  in  the  Statutory 
Actuarial  Reports.  Fund  A  assumes  no  change  in  the  3.6  per  cent  con- 
tribution rate  until  the  fund  is  exhausted  in  the  third  critical  year. 
FXind  B  assumes  that  contributions  will  be  raised  at  least  to  the  pay-go 
rate  in  the  first  critical  year,  so  that  the  provinces  do  not  repay 
capital;  interest  is  paid  and  borrowed  back,  and  the  fund  continues  to 
grow  by  the  interest  because  interest  is  not  used  to  pay  benefits.  Fund 
C  assumes  that  contributions  will  be  raised  in  the  second  critical  year, 
so  that  the  provinces  do  not  have  to  repay  capital  but  do  make  annual 
interest  payments  which  are  used  to  pay  benefits.  The  fund  is  then 
fixed  in  size  at  the  end  of  the  second  critical  year. 

The  contributions  required  and  the  size  of  the  fund  under  these 
three  methods  are  shov^i  in  the  following  table.  The  funds  in  dollars 
are  very  large;  for  convenience,  the  funds  are  shown  as  multiples  of  the 
benefit  outgo  in  the  year.  Under  F\ind  B  the  fund  continues  to  grow 
but  not  at  as  fast  a  rate  as  benefits.  Under  FXind  C  the  fund  remains 
constant  but  declines  in  relation  to  benefits. 

Table  4 

Conparison  of  Contribution  Rates  as  a  Percentage  of  Contributory   Earn- 
ings and  of  the  Fund  Size  as  a  Multiple  of  Benefits 


Contribution  rates 


Size  of  fund 


Fund 

Fund 

Fund 

Fund 

Fund 

Fund 

A 

B 

C 

A 

B 

C 

(Per  cent) 

(Per  cent) 

3.6 

3.6 

3.6 

8.5 

8.5 

8.5 

3.6 

4.61 

3.6 

4.0 

4.7 

4.0 

3.6 

5.73 

5.07 

.3 

3.8 

1.6 

6.34 

6.34 

6.05 

— 

3.1 

.7 

8.08 

8.08 

7.92 

- 

2.4 

.3 

9.28 

9.28 

9.19 

- 

2.1 

.1 

8.87 

8.87 

8.83 

- 

2.1 

.1 

9.45 

9.45 

9.43 

- 

2.0 

- 

1980 
1990 
2000 
2010 
2020 
2030 
2040 
2050 


Source     The  Royal   Commission  on   the   Status   of   Pensions   in  Ontario, 
Volurae  V,   /^pendix  D-1. 
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Full  Funding  Projections  with  Pay-go  Elements 

The  Commission  constructed  its  cwn  designs  for  full  funding  pro- 
jections. These  designs  are  referred  to  as  Funds  D,  E,  and  F.  These 
funds  are  basically  tliose  required  for  a  fully  funded  Canada  Pension 
Plan.  The  funding  methods  do  not  depend  on  critical  dates,  but  spread 
some  or  all  of  the  cost  on  a  level  contribution  basis.  We  have  chosen 
1980  as  the  starting  year  for  tlie  increased  contribution  rates.  Costs 
are  conputed  for  retirement  benefits,  welfare  benefits,  and  tlie  indexing 
of  these  benefits. 

Under  Funds  D,  E,  and  F,  the  plan  or  part  of  the  plan  is  funded  on 
an  entry  age  level  cost  actuarial  funding  method,  the  basis  often  chosen 
for  employment  pension  plans.  Fund  D  applies  this  funding  method  to  all 
benefits;  Fund  E  applies  it  to  retirement  benefits  only;  and  Fund  F 
applies  the  method  only  to  the  non-indexed  part  of  retirement  benefits. 
Other  benefits  in  Fund  E  and  Fund  F  are  provided  on  a  pay-as-you-go 
basis.  In  each  of  these  funds  a  liability  exists  at  the  beginning 
because  the  present  population  is  over  the  assumed  entry  age;  i.e.,  part 
of  the  membership  has  been  in  the  plan  before  1980  and  has  not  paid  the 
level  cost  for  the  first  13  years  of  the  plan's  operation  and  the  years 
before  that.  The  level  cost  for  these  years  would  have  been  more  than 
the  3.6  per  cent  actually  paid.  For  our  calculations,  tliis  liability  is 
spread  over  50  years  (only  15  years  would  be  allowed  for  paying  off  such 
a  liability  in  an  anployment  pension  plan). 

On  the  Cc«Timission' s  most  probable  assumptions  the  contribution 
rates  and  the  fund  accumulations  are  as  follows.  The  fund  is  expressed 
as  a  multiple  of  the  benefits  paid  in  the  year. 

Table  5 

Conparison  of  Contribution  Rates  as  a  Percentage 

of  Contributory  Earnings 


Pay-go 

Contribution 

rates 

D 

E 

F 

(Per 

cent) 

1980 

2. 

,86 

12. 

,53 

9. 

,48 

6. 

,98 

1990 

4. 

,61 

12. 

,53 

10. 

,82 

8. 

,78 

2000 

5. 

,73 

12. 

,53 

11. 

.11 

9. 

,31 

2010 

6. 

,34 

12. 

,53 

11. 

.24 

9. 

,59 

2020 

8. 

,08 

12. 

,53 

11. 

.40 

10. 

,08 

2030 

9. 

,28 

9, 

,66 

9. 

,38 

9. 

,18 

2040 

8. 

,87 

9. 

,66 

9. 

,41 

9. 

,30 

2050 

9. 

,45 

9. 

,66 

9. 

.40 

9. 

,32 

Source  Royal  Commission  on  the  Status  of  Pensions 
in  Ontario,  Volume  V,  ^pendix  D-4. 
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In  its  analysis  tlie  Commission  isolated  costs  for  wslfare  benefits 
and  for  indexing  both  retiraaent  and  welfare  benefits.  The  object  was 
to  explore  areas  of  possible  compromise  whereby  retirement  benefits 
might  be  fully  funded  and  other  elements  would  be  on  a  pay-go  basis. 
The  pay-go  arrangements  for  the  other  elements  would  then  follow  the 
OAS  which  is  paid  on  a  current  basis  out  of  government  revenues.  The 
difference  would  be  that  OAS  is  paid  for  by  all  taxpayers  while  the  CPP 
pay-go  elements  would  be  paid  for  by  all  contributors  to  the  CPP.  It 
was  also  a  question  of  what  proportion  of  the  CPP  would  be  taken  up  by 
disability  benefits  in  tlie  future.  The  projections  show  that  expend- 
itures for  welfare  benefits  (assuming  tlie  same  degree  of  utilization  as 
at  present)  will  actually  decline  fran  tlieir  present  40  per  cent  to  25 
per  cent  of  retirement  benefit  costs.  Concerns  tJiat  tJie  welfare  element 
will  outweigh  the  retirement  aspects  of  the  CPP  appear  to  be  unfounded. 
Lodcing  at  Table  5  and  the  contribution  rates  required  for  each  of 
Funds  D,  E,  and  F  we  see  that  contribution  rates  for  full  funding  (Fund 
D)  are  not  greatly  in  excess  of  those  for  Funds  E  and  F  with  various 
ccr±)inations  of  full  and  pay-go  arrangements,  except  during  the  first 
ten  or  fifteen  years  of  the  fifty  years  during  v^ich  the  unfunded  actu- 
arial liability  is  being  i^aid  off.  Once  we  reach  2030  and  the  unfunded 
liability  is  paid  the  rates  for  each  of  the  Funds  D,  E,  and  F  are  very 
sijTiilar.  Ihey  are  also  close  to  tlie  pay-go  rate.  Turning  to  fund  size, 
we  see  fran  Table  6  that  tlie  funds  generated  by  patterns  from  Funds  D, 
E,  and  F  would  be  enormous,  botli  in  total  dollars  and  as  a  multiple  of 
current  benefits. 

Table  6 

Comparison  of  F\ind  Size  in  Billions  of  Dollars  and  as  a  Multiple  of 

Current  Benefits 


Billions  of  dollars  (rounded) 

Multiple  of  benefits 

Fund      Fund       F\and 

Fund     Fund     Fund 

D          E          F 

D       E       F 

25 

23 

21 

11.7 

10.6 

9.7 

219 

170 

124 

24.6 

19.1 

13.9 

712 

556 

392 

31.8 

24.9 

17.5 

1,854 

1,455 

1,010 

36.6 

28.7 

19.9 

4,247 

3,323 

2,266 

35.1 

27.5 

18.7 

8,860 

6,855 

4,607 

33.9 

26.3 

17.6 

1980 

1990 

2000 

2010 

2020 

2030 

2040  16,788     12,915      8,670     35.1     27.0     18.1 

2050  31,828     24,379     16,370     33.7     25.8     17.3 

Source  Ftoyal  Commission  on  the  Status  of  Pensions  in  Ontario,  Volume  V, 
Appendix  D-4. 

The  implications  of  these  fund  projections  for  both  the  Canada 
Pension  Plan  and  the  finances  of  the  Government  of  Ontario  are  discussed 
in  the  next  chapter,  \^hich  deals  with  the   funding  debate. 
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Effect  on  Cost  of  Reintrcx3uction  of  the  Earnings  Test 

When  the  CPP  was  instituted,  a  person  between  age  65  and  70  was 
not  entitled  to  receive  his  full  retirement  pension  from  the  CPP  while 
he  had  earnings  from  employment.  The  test  encompassed  $1  offset  in 
retirement  benefits  for  each  $2  of  earned  income  from  18  to  30  per 
cent  of  the  YMPE,  and  $1  for  each  $1  of  earned  income  in  excess  of  30 
per  cent  of  tiie  YMPE.  This  followed  the  practice  in  the  U.S.  Social 
Security  program,  whose  primary  objective  "was  to  help  prevent  eco- 
nanic  insecurity  due  to  loss  of  earnings  in  retirement  by  providing 
cash  incone  for  tliose  who  had  substantially  withdrawn  from  the  labour 
force. "(7)  The  U.S.  system  continues  to  impose  an  earnings  test  until 
age  72.  In  Canada,  however,  tlie  earnings  test  was  removed  from  the  CPP 
in  1974  and   fran  tlie  Quebec  Pension  Plan   in  1975. 

The  Conmission  decided  to  ascertain  the  cost  effect  of  reintro- 
ducing the  earnings  test  in  its  original  form.  The  effects,  based  on 
the  Commission's  most  probable  assumptions,  are  shown  in  detail  in 
Appendix  D-9  to  D-13.  Ihe  following  conclusions  can  be  drawn  from  the 
projections: 

-  With  the  earnings  test,  pay-go  contributions  are  reduced  by 
approximately  4  per  cent  (see  Appendix  D-9).  For  example, 
pay-go  costs  in  1980  are  2.73  per  cent  with  the  earnings  test 
and  2.86  per  cent  without;  in  2020,  7.76  per  cent  as  opposed  to 
8.08  per  cent,  and  in  2050,  9.08  per  cent  as  opposed  to  9.45  per 
cent. 

-  The  full  funding  contribution  rate  is  about  2.2  per  cent  lower 
with  the  earnings  test  (9.35  per  cent  as  opposed  to  9.56  per 
cent)  while  the  50-year  amortization  payment  of  the  initial 
entry  age  unfunded  actuarial  liability  is  about  6  per  cent  lower 
(2.7  per  cent  as  cpposed  to  2.87  per  cent).  The  combination  of 
the  two  cost  factors  for  full  funding  is  .38  per  cent  lower 
(12.05  per  cent  as  opposed  to  12.43  per  cent)  (see  Appendix 
I>-13). 

-  Under  Fund  A  the  maximum  fund  occurs  in  1993  instead  of  1992, 
and  the  fund  is  exhausted  in  2003  ratiier  tlian  2001  (see  P^pendix 
D-10).  (The  significance  of  these  dates  will  be  discussed  later 
in  this  chapter. ) 

Reintroduction  of  the  earnings  test  would  therefore  result  in  pos- 
sible cost  savings.  Tto  make  this  change  means  moving  fron  all  absolute 
entitlement  at  age  65  to  the  U.S.  practice  of  income  replacement  after 
substantial  retirement  from  the  labour  force.  This  would  require  a 
major  policy  change. 
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Carparison  of  the  Commission's  Projections  with  Statutory  Actuarial 
Report  No.   6 

Ihe  Commission  decided  to  undertake  its  own  projections  of  the 
CPP  because  of  the  criticism  directed  at  some  of  the  assumptions  in 
Statutory  Actuarial  Report  No.  3  as  of  December  31,  1973.  However, 
during  the  course  of  ttie  Commission's  work.  Statutory  Actuarial  Report 
No.  6  as  of  December  31,  1977  was  released.  This  report  updated  the 
federal  Department  of  Insurance  projections  for  the  CPP.  A  comparison 
of  Report  t^Jo.  6  and  the  Ccmmission's  projections  is  useful  to  assess  the 
significance  of  differences  in  assumptions.  Appendix  E  is  a  complete 
summary  and  comparison  of  the  report  and  the  Commission's  work.  The 
more  important  differences  are: 

1.  Ultimate  rates  of  growth  in  real  wages  (earnings  less  infla- 
tion) were  established  at  2.1  per  cent  by  tJie  Commission  and  2 
per  cent  by  the  Department  of  Insurance.  This  is  a  significant 
change  for  the  Department,  since  it  used  a  2.5  per  cent  real 
rate  in  the  1973  valuation.  Ihe  change  resulted  from  leaving 
the  assumption  for  average  growth  in  earnings  at  5 . 5  per  cent 
and  moving  the  inflation  rate  from  its  previous  level  of  3  per 
cent  to  3.5  per  cent. 

2.  The  Department's  rate  of  investment  return  was  kept  at  its 
former  level  of  6.5  per  cent.  With  a  3.5  per  cent  inflation 
rate  this  assumes  a  real  rate  of  return  of  3.0  per  cent.  This 
compares  to  the  Commission's  ultimate  real  rate  of  2.4  per 
cent. 

3.  Although  the  ultimate  fertility  rates  reached  by  both  groups 
were  virtually  the  same,  the  key  difference  is  the  Conmission's 
use  of  the  "baby  boom  echo"  as  recommended  by  Kubat  for  the 
period  ending  in  1995,  providing  a  higher  fertility  rate  to  the 
year  2000. 

4.  A  major  area  of  difference  occurs  in  the  immigration  assump- 
tions. The  Commission  started  with  a  net  annual  figure  (immi- 
grants less  emigrants)  of  60,000  and  increased  this  by  1/2  of  1 
per  cent  per  year  to  an  ultimate  fixed  level  in  the  years  2000 
and  later.  The  Department  of  Insurance  on  the  other  hand,  took 
net  immigration  at  a  constant  .465  per  cent  of  each  year's 
total  population.  The  additional  population  resulting  from 
this  higher  net  immigration  assumption  has  a  significant  impact 
on  pay-go  contribution  rates.  For  example,  the  8.73  per  cent 
pay-go  rate  for  the  year  2050  on  the  Department's  assumptions 
becones  9.45  per  cent  if  net  immigration  is  frozen  at  100,000 
per  year  as  the  Commission  has  done.  The  Commission's  assump- 
tion for  net  immigration  may  be  somewhat  on  the  low  side,  but 
the  divergence  becones  most  noticeable  in  tlie  distant  years  of 
our  projections. 
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5.  The  Department  and  the  Commission  used  identical  mortality 
rates.  Extension  of  the  improvement  in  mortality  fron  the  year 
2000  to  the  year  2050  has  resulted  in  an  increase  in  pay-go 
contribution  rates  of  about  .5  of  1  per  cent  by  tlie  year  2050. 
If  life  expectancy  does  not  improve  to  the  extent  projected, 
pay-go  costs  will  be  somevN^at  lower. 

Even  with  tliese  differences  we  find  that  the  Department's  projec- 
tions and  those  of  the  Commission  do  not  diverge  greatly  in  any  aspect. 

Statutory  Actuarial  Report  No.  3  as  at  Decoriber  31,  1973  estimated 
that  with  the  amendments  to  tlie  plan  (which  v\ere  subsequently  adopted) 
the  first  critical  date,  i.e.,  when  contributions  equal  payout,  would  be 
as  early  as  1982.  Report  I^to.  6  at  Decenber  31,  1977  has  put  this  date 
back  to  1985  based  on  the  new  projections.  The  Ccmmission's  projections 
set  tlie  date  at  1986.  The  following  chart  compares  the  estimates  of  the 
critical  dates: 

Table  7 

Canada  Pension  Plan  -  Critical  Years 


1978 

CPP  actuarial  report 

1966 

1969 

1972 

1973 

1973 

1977 

Royal 

No.  3 

No. 4 

No. 6 

Conn. 

Year  benefits  first 

exceed  contributions     1981  1985  1985  1985    1982    1985  1986 

Year  benefits  first 

equal  contributions  plus 

interest  1986  1995  1996  1995    1988    1990  1991 

Year  fund  is  first 

exhausted  2001       2014  2008    1999    2003  2001 

NOTE  -  The  CPP  has  been  improved  on  several  occasions. 

-  The  "1973  proposed"  plan  is  basically  tlie  plan  now  in  force. 

-  The  above  dates  are  estimated  from  the  CPP  Actuarial  Reports, 
some  of  which  give  figures  at  five-year  intervals  only. 

-  Where  the  report  gives  several  projections,  the  intermediate  has 
been  used.  The  1966  figures  assume  4  per  cent  inflation.   The 
1969  and  1972  figures  assume  "reasonable  stability."   The  1977 
figures  assume  a  narrowing  between  the  rate  of  increase  in 
earnings  and  increase  in  prices. 

-  The  Royal  Caranission  projections  are  based  on  its  most  probable 
assuirptions. 

Source  The   Royal  Commission  on  the  Status  of  Pensions  in  Ontario, 
Volume  V,  ^pendix  E. 
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Pay-go  contributions  using  FXind  B  design  are  very  close  for  the  two 
sets  of  projections  until  2000.  Thereafter  tJiey  diverge  significantly, 
so  that  by  2050  the  Commission's  rate  of  9.45  per  cent  is  nearly  8  per 
cent  higher  tlian  the  Department's  8.76  per  cent.  (8)  Lower  immigra- 
tion, higher  inflation,  and  slightly  higher  growth  in  real  wages  in  the 
Ccmmiss ion's  assumptions  have  led  to  tliis  result. 

Sane  further  contrasts  in  the  population  and  financial  results  of 
the  projections  are  shown  in  Appendix  E-3,    including: 

1.  The  population  projected  by  the  Commission  for  tlie  year  2050  is 
about  87.5  per  cent  of  the  one  projected  by  the  Department  of 
Insurance.   This  reflects  primarily  differences  in  immigration. 

2.  Absolute  dollar  expenditures  projected  by  the  Commission  are  49 
per  cent  higher  than  for  the  Department  of  Insurance  projec- 
tions but  contributory  earnings  are  also  considerably  higher 
for  tlie  Commission's  projections  due  to  tlie  higher  assumptions 
for  growth  in  earnings  and  therefore  higher  amounts  from 
contributions. 

3.  The  fully  funded  rate  for  the  Commission  is  higher  than  the 
Department's  (9.56  per  cent  against  8.04  per  cent)  in  part 
because  of  the  lower  real  rate  of  return  on  investments.  A 
change  in  the  real  rate  of  return  by  tlie  Department  of  Insur- 
ance fron  3.0  per  cent  to  2.5  per  cent  leads  to  a  9.38  per  cent 
entry  age  cost  vvhich  is  very  close  to  the  9.56  per  cent  rate 
developed  by  the  Commission. 

4.  The  initial  unfunded  entry  age  actuarial  liabilities  developed 
by  the  Department  of  Insurance  are  lower  than  for  the  Commis- 
sion projection  which  is  $98.5  billion.  The  Department's  pro- 
jections are  $81.3  billion  for  tlie  Department's  most  probable 
scenario  which  uses  a  3.0  per  cent  real  rate  of  return,  and 
$84.4  billion  with  a  2.5  per  cent  real  rate  of  return.  The 
unfunded  liability  difference  also  arises  from  tlie  Commission's 
higher  assumption  for  growth  in  earnings. 

Cc«nparison  of  results  of  the  two  sets  of  projections  for  Fund  C  on 
a  number  of  alternative  assumptions  will  be  found  in  Appendix  E,  Tables 
E-4  and  E-5. 

Statutory  actuarial  reports  on  the  CPP  are  designed  to  give  policy 
makers  ample  notice  of  decisions  to  be  made.  The  Commission's  pro- 
jections and  those  of  the  Statutory  Actuarial  Report  No.  6  are  so  close 
that  the  Commission  is  satisfied  that  the  critical  dates  shown  by  the 
Department  of  Insurance  can  be  relied  on  for  the  purpose  of  making 
policy  decisions.  Postponement  of  the  earliest  time  when  contribution 
rates  would  have  to  be  raised  from  1982  to  1985  or  1986  gives  more  time 
for  decision  making;   but   it  should  not  be  used   for  procrastination.      A 
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decision  should  also  be  made  now  on  the  ultimate  disposition  of  the 
fund.  If  for  instance,  the  fund  is  to  he  allowed  to  run  out  after  the 
turn  of  the  century,  the  provinces  should  be  given  notice  now,  since  the 
repayment  of  the  borrowed  capital  my  be  a  particularly  heavy  burden  on 
sane  provinces.  Consideration  of  policy  alternatives  is  set  out  in  the 
Commission's  reconmendations . 
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NOTES 

( 1 )  See  Appendix  C-4 . 

(2)  The  fully  funded  contribution  rate  is  9.56  (expenses  of  .1  per 
cent  omitted)  +  2.87  to  amortize  the  existing  unfunded  liability 
over  50  years,  for  a  total  required  contribution  rate  now  of  12.53 
per  cent.   The  pay-go  contribution  rate  never  meets  the  fully 
funded  rate  if  the  GNP  in  real  terms  (that  is  with  inflation 
discounted)  is  rising,  due  to  growing  population  or  growing 
productivity  per  capita.   The  workers  who  support  the  pension  load 
today,  say  at  10  per  cent  of  today's  GNP,  will,  when  they  retire, 
receive  more  than  that,  namely  10  per  cent  of  GNP  in  a  future 
year.   This  fact  is  sometimes  referred  to  as  the  "social  insurance 
paradox." 

(3 )  "Welfare  benefits"  includes  disability  pensions  and  surviving 
spouses'  and  orphans'  pensions  arising  from  the  death  of  an  active 
worker.   Survivor  pensions  arising  from  retirement  benefits  have 
been  included  in  retirement  benefits.   See  Volume  V,  Resource 
Study,  "Methodology  and  Assumptions." 

(4)  Indexing  cost  is  for  post- retirement  adjustment  of  benefits 
according  to  movements  in  the  Consumer  Price  Index. 
Pre-retirement  adjustments  of  contributory  earnings,  based  on  the 
Average  Industrial  Wage,  are  included  in  projections  of  initial 
retirement  benefits. 

(5)  See  Appendix  C-9. 

(6)  See  Appendix  D-3  for  detailed  projections. 

(7)  Wm.  C.  Greenough  and  Francis  P.  King,  Pension  Plans  and  Public 
Policy. 

(8)  See  Appendix  E-2;  and  Statutory  Actuarial  Report  No.  6,  p.  7. 
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Chapter  7 


Problems  in  the  Funding  Design 
of  the  Canada  Pension  Plan 


When  the  CPP  was  adcpted  in  1965  specific  decisions  were  made  on 
its  funding  design.  These  decisions  produced  a  hybrid  design  which 
involved  both  pay-go  elements  and  fund  accumulation.  The  pay-go  con- 
tribution rate  required  at  that  time  was  less  than  1  per  cent,  but  the 
decision  was  made  to  fix  a  3.6  per  cent  contribution  rate.  Funds  not 
needed  for  current  benefit  payments  were  then  available  for  provincial 
borrowing .  At  the  outset  it  was  understood  that  major  decisions  would 
have  to  be  made  in  20  or  30  years'  time  about  the  course  of  CPP  opera- 
tions because  the  fund  wDuld  be  ultimately  exhausted  and  contribution 
rates  would  have  to  rise. 

Had  the  original  decision  been  to  finance  the  CPP  on  an  entirely 
pay-go  basis,  today's  concerns  would  be  relatively  simple,  though 
perhaps  controversial  to  the  extent  that  pensions  are  viewed  as  an 
increasingly  heavy  burden  on  the  active  labour  force.  The  need  for 
higher  contribution  rates  would  be  evident;  but  the  increments  would  be 
gradual  and,  over  a  fairly  long  period,  predictable  according  to  the 
retirement  rate  of  present  contributors. 

Instead,  the  controversy  has  raged  around  three  perceived,  though 
not  necessarily  real,  problems: 

1.  The  potential  exhaustion  of  the  fund  has  conjured  up  the 
spectre  of  bankruptcy,  with  thousands  of  disillusioned  retirees 
whose  CPP  benefits  must  therefore  remain  unpaid.  The  promi- 
nence given  by  the  press  to  this  highly  fanciful  scenario  seens 
to  have  created  widespread  cynicism  about  the  plan.  No  doubt 
it  has  also  created  much  unwarranted  anxiety  among  the  millions 
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of  Canadians  v*o  count  on  CPP  benefits   as  a   large  portion  of 
their  retirement  incone. 

2.  Ihe  possibility,  based  on  low  birth  rates,  that  the  number  of 
workers  available  to  support  the  retiring  baby  boom  of  the 
postwar  era  will  be  so  small  that  there  will  be  revolution 
rather  than  submission  to  onerous  contribution  rates.  This 
problem  is  also  stated  in  terms  of  the  inequity  of  intergener- 
ational  subsidies. 

3.  The  theory  that  a  pay-go  public  pension  results  in  lower 
personal  savings  -  hence  a  loss  of  capital  to  increase  produc- 
tivity and  national  wealth.  Presumably  a  fully  funded  plan 
would  create  capital  and  produce  real  growth  in  the  econony. 

The  Commission  has  directed  its  attention  to  each  of  these  problems   and 
the  effect  on  the  Canada  Pension  Plan  of  several  possible  solutions. 


PROBLEM  NUMBER  1  -  BANKRUPTCY  OF  THE  CPP 

The  first  problem  arises  from  funding  design.  A  fund  has  been 
created  v\^ich  in  1978  stood  at  about  $14.3  billion.  Statutory  Actuarial 
Report  No.  6  has  set  out  possible  funding  patterns  under  the  desig- 
nations Fund  A,  Fund  B,  and  Fund  C.  The  Commission's  projections  for 
these  funds  are  described  in  the  preceding  chapter  and  compared  with 
those  in  Report  No.  6.  Other  funding  options  may  be  conceived,  but  the 
three  used  in  the  Statutory  Actuarial  Report  illustrate  possibilities 
for  future  policy  decisions.  In  that  context  we  find  the  critical  years 
described  earlier,  i.e.  the  times  forecast  for  the  various  events  to 
take  place.  The  Commission  projections  are  within  2  years  of  the 
critical  years  set  out  in  Report  No.  6.  Depending  on  which  option 
-  Fund  A,  B,  or  C  -  might  be  selected,  the  critical  year  indicates 
when  some  decision  must  be  made  as  to  changes  in  the  funding  design. 
Questions  for  CPP  policy-makers   include  the  following: 

-  v^ether  to  raise  the  contribution  rate  and  by  how  much; 

-  vAiether  to  cut  benefits  and  by  how  much; 

-  whether  to  change  the  contribution  base  to  increase 
contributions ; 

-  v^ether  to  change  entitlement   age   to  reduce  benefits    in   the 
short  run. 

There  are  many  possibilities  for  change.  The  mandate  of  this  Commission 
is  to  consider  the  options  and  recommend  a  suitable  course  to  the 
Province  of  Ontario. 
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The  first  problem  involves  a  misunderstanciing  of  tlie  effect  of  the 
third  critical  year  under  Fund  A,  \vhen  contributions  plus  interest  plus 
fund  assets  equal  benefit  payout  (2001-2003).  At  that  time  the  fund 
will  indeed  be  exhausted.  This  does  not  mean  that  the  CPP  is  thereby 
bankrupt.  It  does  mean  that  some  change  in  financing  will  have  to  be 
made  before  then  to  provide  the  money  required  to  pay  ttie  benefits  due 
in  the  next  year. 

SoTietimes  the  unfunded  actuarial  liability  of  the  CPP,  calculated 
as  it  would  be  for  a  private  pension  plan,  is  pointed  to  as  an  indica- 
tion of  the  precarious  position  of  the  CPP.  The  unfunded  actuarial 
liability  on  an  entry  age  level  cost  basis  for  funding  as  projected  by 
the  Department  of  Insurance  at  December  31,  1977  is  between  $81  and  $85 
billion.  This  liability,  estimated  by  the  Ccmraission  at  $98  billion,  is 
the  amount  which  would  have  to  be  paid  into  the  CPP  in  1978  which,  with 
future  contributions  and  interest  on  the  fund  would  pay  for  all  benefits 
of  those  now  aged  18  and  over.  However,  to  relate  this  liability  to  the 
soundness  of  the  Canada  Pension  Plan,  which  is  premised  on  continuance 
in  perpetuity,  is  meaningless.  Like  the  fear  of  bankruptcy  it  indicates 
an  imperfect  understanding  of  the  nature  of  a  social   insurance  program. 

A  final  facet  of  Problem  No.  1  is  what  has  been  labelled  "Ghost 
Funding" (1)  in  the  press.  Nearly  all  of  the  assets  in  the  CPP  fund  are 
paper  premises  of  the  provinces  to  pay  back  the  borrowed  money  with 
interest.  (2)  Borrowings  are  made  through  non-marketable  provincial 
securities  having  a  term  of  20  years,  with  interest  at  the  average 
market  yield  on  20-year  Canada  bonds  applicable  at  the  time  of  the 
issue.  It  is  argued  that  there  are  no  "real"  assets  to  back  up  the 
promises  of  benefits  under  the  CPP,  and  that  by  some  sleight-of-hand  the 
provinces  have  drained  away  the  cash  and  replaced  it  with  paper.  The 
less-than-market  rate  of  interest  on  the  securities  has  been  combined 
with  "Ghost  Funding"  allegations  to  attack  the  credibility  of  the  whole 
CPP  fund  design.  Although  CPP  security  depends  ultimately  on  the  taxing 
power  of  the  provinces  to  repay  their  obligations,  it  is  important  that 
the  public  have  confidence  in  the  plan.  The  need  for  CPP  funds  to 
be  invested  in  a  different  fashion  is  discussed  in  the  Commission's 
proposals. 


PROBLEM  NUMBER   2  -  SUBSIDIES 

There  are  three  types  of  subsidies  in  the  CPP  as  it  now  stands: 

1.  When  the  plan  was  set  up,  no  benefits  were  paid  to  those  who 
had  made  no  contributions,  and  only  partial  benefits  were  paid 
to  those  v^o  had  contributed  for  less  than  ten  years.  However, 
by  1976  full  benefits  were  payable  to  those  who  had  contributed 
for  ten  years.  This  short  transition  period  means  that  those 
retiring  and  qualifying  for  benefits  at  the  present  time 
receive  maximum  benefits  but  have   contributed    for  well   under 
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half  of  their  working  lives.  Therefore,  they  receive  very 
substantial  subsidies.  The  subsidy  is  greater  than  it  is  for 
those  retired  before  1976  who  oould  not  receive  full  benefits, 
and  also  greater  than  for  those  v*io  will  retire  in  future,  who 
will  have  contributed  longer.  Moreover,  contributions  were 
established  at  a  low  rate  which  will  have  to  be  increased  in 
the  future.  Ihis  favours  those  retiring  in  the  early  years  and 
those  with  higher  incones.  For  example,  someone  who  reached 
age  65  in  1976  had  contributed  only  1.8  per  cent  of  contribu- 
tory earnings  for  only  ten  years  (matched  by  the  anployer)  and 
received  a  pension  for  life  equal  to  25  per  cent  of  his  or  her 
average  pensionable  earnings,  adjusted  for  inflation. 

The  first  subsidy  can  be  defended  as  necessary  to  ensure  that 
the  plan  came  into  full  cperation  in  a  reasonable  time.  The 
fast  maturing  of  the  plan  has  obvious  advantages.  If  benefits 
were  strictly  related  to  contributions  paid,  then  since  contri- 
butions start  at  age  18  and  retirement  age  is  65,  it  would  be 
47  years  before  anyone  could  claim  the  maximum  pension.  The 
pensions  produced  even  today  would  be  quite  inadequate. 

2.  Since  the  CPP  is  earnings-related  and  contribution  rates  are  of 
equal  percentage  throughout  the  range  of  covered  earnings, 
those  with  higher  earnings  benefit  more  proportionately.  For 
retirements  in  a  particular  year,  the  subsidy  is  roughly  pro- 
portional to  earnings  up  to  the  earnings  ceiling,  which  means 
that  it  is  higher  for  people  with  higher  incomes.  Some  who 
regard  the  contribution  as  a  tax  therefore  criticize  the  design 
as  "regressive." 

This  subsidy  should  not  be  considered  in  isolation,  since  OAS 
and  GIS  are  part  of  the  package  and  were  reorganized  about  the 
time  that  the  Canada  Pension  Plan  was  introduced.  Subsidies  to 
the  higher  paid  in  the  Canada  Pension  Plan  are  to  a  large 
degree  balanced  by  subsidies  to  the  lower  paid  under  OAS  and 
GIS. 

3.  Much  has  been  written  about  intergenerational  subsidies  in  the 
CPP,  particularly  those  arising  frcri  the  baby  boon.  The  argu- 
ment is  that  on  a  pay-go  basis  contribution  rates  will  have  to 
rise  sharply  when  the  baby  boom  population  reaches  retirement; 
if  the  wDrk-force  has  not  expanded  proportionately  the  workers 
will  face  a  very  heavy  burden.  In  this  way  the  baby  boom 
cohorts  who  paid  for  a  proportionately  smaller  retired  group 
while  they  were  active  will  not  in  fact  have  paid  the  price 
for  their  retirement  during  their  working  lives.  Funding  to 
provide  cost  control,  as  in  a  private  plan,  therefore  becomes 
relevant  for  a  social  security  plan  and  is  the  crux  of  problem 
number  3. 
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Intergenerational  subsidies  differ  in  important  respects  under  full 
funding,   partial   funding  and  pay-go  arrangements. 

Full  funding  produces  the  highest  contribution  rates,  but  it 
virtually  eliminates  intergenerational  subsidies.  Contributions  would 
have  to  be  very  high  to  remove  all  subsidies;  to  remove  them  for  the 
average  future  entrant  to  the  system  would  increase  the  contribution 
rate  frcn  3.6  to  12.53  per  cent  in  1980,  reducing  to  9.66  per  cent  by 
2050  by  which  time  the  unfunded  liability  would  have  been  paid  off.  (3) 
An  enormous  fund  would  also  be  created,  the  use  of  which  by  government 
raises  important  policy  questions. 

Pay-go  requires  the  smallest  contributions  in  the  early  years,  but 
because  of  our  iX>pulation  structure  will  require  sharply  increased 
contributions  about  2020,  rising  to  9.28  per  cent  by  2030.  This  in  turn 
means  large  intergenerational  subsidies.  No  fund  is  developed,  since  by 
definition  revenue  frcn  contributions  is  equal   to  benefit  payments. (4) 

Partial  funding  steers  a  middle  course  between  full  funding  and 
pay-go.  A  fund  is  created  during  the  time  contribution  levels  exceed 
those  required  for  benefit  payments;  after  that,  they  rise  more  or  less 
in  concert  with  benefit  payments  if  the  population  distribution  remains 
stable.  Intergenerational  subsidies  will  be  reduced  during  the  time  the 
fund  continues  to  be  built  up.  The  operation  of  the  present  CPP  design 
results   in  partial   funding. 

The  effectiveness  of  using  a  fund  for  cost  control  depends  on 
interest  accruing  to  the  fund.  Under  existing  provisions,  CPP  fund 
assets  have  been  loaned  to  the  provinces  at  interest  rates  below  market 
rates.  The  rate  is  determined  by  the  rates  on  long-term  Government  of 
Canada  bonds,  which  after  1965  were  low  by  current  standards  since 
there  were  few  new  issues.  Because  of  this  criticism  or  for  financial 
reasons,  the  Government  of  Canada  has  recently  issued  new  long- terra 
bonds  with  current  market  rates.  This  has  had  tlie  effect  of  increasing 
the  rate  on  CPP  monies  lent  to  the  provinces.  However,  the  rate  on 
Government  of  Canada  bonds  is  traditionally  below  tliat  paid  on  pro- 
vincial bonds;  therefore  the  CPP  fund  will  continue  to  represent  an 
attractive  money  source  for  the  provinces.  The  existing  investment 
arrangement  falls  sonewhat  short  of  the  best  position  for  maximizing 
interest  return,  and  so  adversely  affects  the  cost  control  aspect  of 
funding. 

The  question  of  the  size  of  the  fund  created  if  full  or  even 
partial  funding  were  adopted  to  minimize  intergenerational  subsidies  is 
discussed  with  the  economic  effects  of  full   funding  below. 

It  is  also  necessary  to  consider  how  acceptable  the  intergener- 
ational subsidy  may  be  to  society.  From  the  first,  the  subsidy  was 
recognized  and  accepted  on  the  basis  of  a  social  contract: 
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"In  return  for  making  a  contribution  toward  the  cost  of  pensions  to 
the  current  generation  of  retired  wage  earners  every  participant 
acquires  a  right  to  a  certain  position  within  the  income  structure 
of  the  society  v*ien  he  eventually  retires.  That  acquired  right 
implies  an  obligation  on  the  following  generation  to  meet  the  cost 
of  his  benefits. "(5) 

In  order  to  assess  this  problem,  especially  with  regard  to  the  baby 
boom  population  bom  between  1945  and  1965  over  which  there  has  been 
so  much  concern,  the  Conmission  undertook  a  series  of  projections  to 
develop  the  financial  effects  of  the  extra  population  arising  from  the 
baby  boon  on  the  Canada  Pension  Plan.  Full  details  of  these  projections 
appear  in  Appendix  D-14  to  D-16. 

The  technique  used  was  to  isolate  the  "extra  population"  by  assum- 
ing a  "normal"  fertility  rate  for  the  period  1945-1965  in  line  with 
historical  fertility  rates  for  the  period  1926-1975  and  by  deducting  the 
"normal"  population  projected  on  this  "normal"  fertility  rate  from 
the  actual  population.  The  difference  between  the  two  represents  the 
"excess"  population  of  the  baby  boom.  The  methodology  used  is  des- 
cribed in  detail  in  Section  6  of  the  Resource  Study:  "Methodology  and 
Assumptions."  Pay-go  rates  for  tlie  Canada  Pension  Plan  for  the  "normal" 
and  the  "excess"  population  were  then  projected.  The  following  table 
for  Fund  C,  based  on  the  Conmission' s  most  probable  assumptions,  shows 
some  interesting  results: 

Table  1 

Fund  C,  Canada  Pension  Plan  -  Conparison  of  Critical  Years  and  Pay-go 
Rates  for  "Normal  Population" (a)  and  Total  Population  including  Baby 
Boon  Excess 


Canada  less  Quebec 


Total  population Excluding  baby  boom 


1.  Year  cash  flow  first  negative 

2.  Year  cash  flow,  v^en  negative, 

equals  fund  interest  (fund 
remains  stable) 

3.  Pay-go  contributions  in 

subsequent  years 

2000 
2010 
2020 
2030 
2040 
2050 


1986 


1991 


1984 


1989 


(Per  cent) 

5.07 

6.21 

6.05 

6.94 

7.92 

8.26 

9.19 

8.90 

8.83 

8.91 

9.43 

9.34 

a  Projection  using  historical  trend  fertility  rates  for  the  period 
1945  to  1965. 

Source  Royal  Commission  on  the  Status  of  Pensions  in  Ontario,  Volume  V, 
Appendix  D-16. 
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Fran  the  table  it  is  clear  that  until  2030  the  presence  of  the  baby 
boom  population  results  in  a  lowering  of  pay-go  costs  for  the  CPP,  and 
also  an  extension  of  time  for  the  events  of  the  critical  years.  Only  in 
2030  do  we  find  the  baby  boom  causing  increased  cost  to  the  plan,  and 
then  only  by  .29  per  cent  of  contributory  earnings.  By  2040  the  extra 
population  is  having  less  effect  on  the  rates  required  and  by  2050 
the  effect  of  the  baby  boom  positively  or  negatively  has  virtually 
disappeared. 

The  explanation  is  that  the  extra  population  cannot  be  considered 
as  an  isolated  group  that  contributes,  draws  benefits,  and  vvhen  the  last 
person  dies,  leaves  the  plan  as  it  was  before.  The  extra  people  will 
have  children  and  grandchildren,  so  that  the  contribution  income  never 
reverts  to  v^at  it  would  have  been  without  the  baby  boom.  To  a  large 
extent  the  extra  pensions  that  will  be  paid  to  those  born  when  the 
birth  rate  was  high  will  be  provided  by  the  contributions  of  their 
descendants.  While  it  is  true  that  these  projections  are  based  on  the 
Ccmmission' s  most  probable  fertility  assumption,  which  is  somewhat 
more  optimistic  than  that  of  Statistics  Canada,  the  spread  within  the 
Carmission's  low/low  fertility  assumption  and  its  nrost  probable  fertil- 
ity assLTiption  is  not  so  great  that  we  could  expect  wide  divergences  in 
the  pey-go  figures.  Any  large  difference  is  offset  by  the  Commission's 
use  of  a  more  conservative  immigration  assumption.  See  also  Appendix 
G-7  v^ich  shows  virtually  the  same  cost  pattern  for  Fund  C  using  the 
Commission's  low/low  fertility  and  high  economic  assumptions. 

The  Commission  therefore  concludes  that  the  intergenerational 
transfer  in  2030  is  neither  as  large  nor  as  abrupt  as  sane  commentators 
would  have  had  us  believe,  even  if  no  steps  are  taken  now  to  smooth  out 
the  inevitable  increase   in  contribution  rates. 

In  assessing  the  possibility  of  workers  refusing  to  pay  for  re- 
tirees in  the  future,  it  is  important  to  realize  that  the  process  of 
increased  contributions  is  likely  to  be  gradual  and  therefore  accepted 
by  each  cohort  of  workers  as  one  of  the  conditions  applying  to  the 
work-force  at  that  particular  time.  Had  the  present  rates  of  income  tax 
in  Canada  been  projected  in  1917  when  the  Incor.e  Vlar  Tax  Act  was  passed 
it  is  entirely  possible  that  similar  predictions  would  have  been  made 
about  the  future  of  income  taxes  and  any  government  which  sought  to 
impose  them. 

Nor  must  it  be  forgotten  that  any  increase  in  the  real  growth  in 
the  econany  beyond  that  projected  between  now  and  2030  will  ease  the 
burden  for  the  active  workers.  To  test  the  validity  of  this  propo- 
sition, the  Commission  made  projections  for  an  increase  of  .5  per 
cent  in  the  growth  of  real  earnings  above  the  most  probable  economic 
assumption,  and  for  a  decrease  of  .5  per  cent.  For  Fund  C  the  effects 
on  the  critical  dates  and  required  contribution  rates  vere  as  follows: 
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Table  2 

Effect  on  F\ind  C  of  Variations  in  Real  Growth  in  Earnings 


Real  growth 
in  earnings 


Most        Most  Most 

probable   probable  -.5%  probable  +.5^ 


1.  Year  cash  flow  first 
negative 

2.  Year  cash  flow  negative, 
equals  fund  interest, 
(fund  remains  stable) 


1986 


1991 


1985 


1990 


1986 


1992 


3.  Year  fund 

first 

becones 

negative 

2001 

2000 

2002 

4.  Pay-go  oontribut 

ions 

in 

subsequent 

years 

(Fund  C) 

(Per  cent) 

2000 

5.07 

5.32 

4.84 

2010 

6.05 

6.35 

5.77 

2020 

7.92 

8.31 

7.56 

2030 

9.19 

9.68 

8.75 

2040 

8.83 

9.36 

8.35 

2050 

9.43 

9.98 

8.94 

Source  Royal  Comiission  on  the  Status  of  Pensions  in  Ontario. 

Real  growth  above  that  projected  on  the  Commission's  most  probable 
assumption  therefore  reduces  the  cost  to  the  active  workers.  Real 
growth  below  that  projected  will  increase  the  cost  and  therefore  the 
burden.  IBecause  the  econonic  future  is  difficult  to  forecast  accurately 
except  as  to  long-term  trends  and  relationships,  we  can  only  assess  the 
effects  of  a  range  of  possibilities.  In  the  Conmission' s  opinion,  the 
burden  for  tlie  active  work-force  in  the  future  is  not  undue  even  with 
the  lower  real  growth  in  earnings  (assuming  no  increase  in  benefits  as  a 
percentage  of  earnings). 

Finally,  the  adoption  of  full  funding  is  only  one  way  in  which  to 
exercise  cost  control  in  the  CPP.  In  the  Commission's  opinion  the 
problem  of  the  intergenerational  subsidy  is  not  so  great  as  to  warrant  a 
change  to  full  funding. 


PROBLEM  NUMBER  3  -  DOES  PAY-GO  SOCIAL  SECURITY  DEPRESS  SAVINGS? 

Those  reconmending  full  funding  of  tlie  Canada  Pension  Plan  stress 
the  possible  effects  of  pay-go  financing  on  the  economic  health  of  a 
country.  One  theory  is  that  such  financing  for  retirement  programs  has 
the  undesirable  effect  of  lowering  personal  savings  rates.  Chief  among 
the  proponents  of  this  theory  are  Martin  Feldstein  and  Alicia  Munnell  of 


92 


the  United  States.  If  savings  rates,  the  argument  goes,  are  lower,  new 
capital  for  production  of  wealth  (goods  and  services)  is  less  available 
and  therefore  the  country  is  less  well  off.  The  argument' relies  on  the 
hypothesis  that  with  the  introduction  of  socialized  protection  the 
individual  will  save  less  for  his  or  her  own  security  and  instead  will 
increase  current  consumption.  Peldstein  estijnates  that  social  security 
wealth  reduced  the  level  of  personal  saving  in  the  United  States  in  1971 
by  about  50  per  cent,  and  that  this  reduction  in  turn  reduced  U.S. 
capital  stocks  with  a  resulting  reduction  in  annual  GNP. 

This  argument  was  adopted  by  the  Ontario  Ministry  of  Treasury, 
Economics  and  Intergovernmental  Affairs  (TEIGA)  in  a  paper  presented 
to  the  Canmission.  The  paper  advanced  the  position  that  the  public 
retirement  programs  in  Canada  (QAS,  CIS,  and  CPP)  between  1952  and  1975 
lowered  the  rate  of  personal  savings  by  3.1  per  cent,  resulting  in  a  22 
per  cent  reduction  in  personal  savings  from  disposable  income.  The 
result  for  1975  was  to  reduce  the  level  of  savings  by  $3.5  billion  and 
to  create  a  cumulative  decline  in  savings  of  about  $18.9  billion. (6) 

It  was  argued  that  if  the  Canada  Pension  Plan  were  fully  funded 
instead  of  on  its  present  basis,  pension  fund  assets  would  be  much 
higher,  with  the  result  that: 

"Translated  into  economic  terms,  the  extra  growth  that  would  result 
in  the  Canadian  economy  had  these  funds  been  created  and  invested 
in  the  private  sector  eventually  would  finance  completely  the  bene- 
fits paid  under  the  Old  Age  Security,  Guaranteed  Income  Supplement 
and  Canada  and  Qjebec  Pension  Plans.  Thus,  instead  of  supporting 
the  elderly  by  redistributing  income  from  the  work  force  to  the 
retired,  they  could  be  supported  from  the  dividend  of  real  economic 
growth."(7) 

To  assess  the  validity  of  the  theory  that  public  retirement  pro- 
grams depress  rates  of  personal  savings  is  therefore  of  importance 
before  embarking  on  a  course  of  full  funding.  A  resource  study  to 
this  volume  is  a  review  of  the  economic  literature  on  social  security 
funding  prepared  for  the  Commission  by  Arthur  Donner  and  Fred  Lazar.(8) 
Commenting  on  the  theory  advanced  in  the  TEIGA  paper  the  authors  con- 
clude as  follows: 

"From  our  survey  of  the  empirical  and  theoretical  issues  surround- 
ing the  appropriate  means  for  financing  a  public  pension  system, 
we  conclude  that  the  assertion  that  the  modified  pay-as-you-go 
financing  technique  is  inappropriate  does  not  hold  up  under  close 
analysis.  The  evidence  on  the  impact  of  pay-as-you-go  public 
pension  financing  on  personal  saving  is  so  ambiguous  that  it  should 
be  ignored.  In  any  event,  personal  savings  account  for  a  fairly 
small  proportion  of  national  savings  in  Canada  even  though  the 
personal  savings  rate  is  presently  at  an  all-time  high,  and  tlius 
the   pension   versus    savings   question    is    far    from   crucial.      The 
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related  concern  that  the  presently  underfunded  CPP/QPP  has  caused 
below  optimum  levels  of  capital  formation  in  Canada  should  also  be 
ignored  as  a  real  issue.  The  evidence  supporting  this  proposition 
begins  with  the  unfounded  assertion  that  national  savings  are 
suboptimal  and  requires  the  acceptance  of  a  variety  of  completely 
unrealistic  assumptions  about  the  Canadian  economy.  Indeed,  we 
conmented  at  some  length  on  the  lack  of  reliability  and  applica- 
bility of  the  assumptions  linking  theoretical  long-term  growth 
models  to  the  Canadian  econony. 

"As  to  the  point  that  a  fully  funded  CPP  would  generate  a  higher 
real  rate  of  return  to  pension  contributors,  we  note  that  this 
depends  upon  what,  in  our  view,  is  an  inappropriate  series  of 
rate-of-return  comparisons.  Critics  of  pay-as-you-go  funding 
point  out  that  the  correct  rate  of  return  to  be  used  in  comparison 
between  pay-as-you-go  and  funded  systems  is  not  the  real  rate  of 
interest  that  has  been  earned  in  the  past,  but  the  social  rate  of 
return  on  capital.  We  argue  that  there  is  no  reason  to  make  such  a 
sharp  distinction  between  the  social  rate  and  the  private  real  rate 
of  return  to  capital  measures  in  this  context,  since  there  is  a 
supposition  here  that  corporations,  and  not  the  individuals  in  the 
econonic  system,   bear  tlie  burden  of  corporate  taxes. 

"Further,  in  order  to  earn  a  return  approximating  the  10  per  cent 
estimated  real  social  rate  estimated  by  Jenkins  for  Canada,  the 
amount  accumulated  in  a  fully  funded  system  would  have  to  be  in- 
vested solely  in  equities.  As  the  data  in  Table  5  indicate,  the 
real  rate  of  return  on  equity  investment  has  been  rather  dismal 
during  the  past  five  years,  but  on  a  fifty-year  basis  has  been 
in  the  5  to  6  per  cent  range,  a  level  slightly  in  excess  of  the 
natural  growth  rate  of  the  economy.  If  the  fifty-year  rate  of 
return  to  equities  were  earned  in  the  future,  then  investment  of 
funds  in  equities  under  a  fully  funded  system  would  be  preferable 
to  a  pay-as-you-go  system  yielding  a  rate  of  return  somewhere  in 
the  3  to  4  per  cent  range;  and,  if  that  were  the  case,  then  the 
implicit  real  rate  of  return  to  a  pay-as-you-go  scheme  appears 
about  as  attractive  as  substantial  long-term  public  investment  in 
equities.  Under  pay-as-you-go,  there  would  not  be  the  additional 
concern  that  a  large  public  pension  fund  would  swallow  up  most  of 
the  stock  of  equity  capital   in  Canada. 

"Finally,  there  remains  the  problem  of  the  extra  large  dose  of 
economic  deflation  Canada  would  experience  if  full-investment 
funding  were  adopted  when  the  econony  already  has  a  high  volume  of 
underutilized  labour  and  capital.  Indeed,  though  the  plan  might 
increase  the  volume  of  national  savings  by  building  up  a  large 
investment  pool  of  funds,  the  effect  could  be  quite  the  reverse,  as 
the  paradox  of  thrift  would  likely  cone  into  play." 
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In  addition  to  these  difficulties  with  the  economic  arguments  for 
full  funding,  the  Commission  has  some  other  concerns  about  espousing 
full  funding   for  tlie  CPP. 

Use  of  a  Social  Security  Fund  as  an  Economic  Tool  for  Raising  and  Lower- 
ing the  Acceptable  Rate  of  Personal  Saving  in  the  Econcany 

The  CPP  is  designed  to  provide  a  source  of  income  in  retirement. 
Its  goals  should  be  to  provide  this  income  in  the  cheapest,  most  effi- 
cient, reliable  manner  possible.  If  a  new  goal  is  added  -  i.e.,  the 
manipulation  of  the  economy  through  the  fund  on  the  basis  that  more 
wealth  can  be  created  -  we  encounter  a  conflict  of  objectives.  If 
full  funding  were  adopted  before  the  first  critical  date  of  1985  or 
1986,  contribution  rates  would  have  to  be  increased  almost  immedi- 
ately fran  3.6  per  cent  to  somev^ere  between  8.78  per  cent  to  12.53  per 
cent  dei^ending  c»i  the  method  chosen  for  funding  welfare  benefits  and 
indexing.  (9)  A  sudden  increase  of  this  magnitude,  or  even  a  gradual 
increase  to  this  level  over  a  number  of  years,  could  create  dislocations 
through  increased  employer  costs  and  a  disincentive  for  individuals  to 
save  in  other  ways.  Even  if  the  fund  were  used  to  increase  the  real 
growth  in  GNP  in  time,  the  short-run  dislocation  cannot  be  ignored.  If 
contribution  rates  were  increased  only  over  a  long  period,  the  time 
lag  would  probably  offset  much  of  the  benefit  from  the  lessening  of 
intergenerational  subsidies. 

Hew  Large  a  Fund  Would  be  Created  by  Full  Funding? 

The  CPP  fund  in  1978  stood  at  about  $14.3  billion.  The  Commis- 
sion's projections  for  Fund  C  show  that  in  the  year  1991  the  fund  would 
have  peaked  and  would  remain  constant  at  $36.1  billion,  at  a  level  four 
times  the  total  benefit  payout  for  that  year.  (10)  For  the  same  year 
with  full  funding  (Fund  D)  the  Commission  projects  the  fund  to  be  $251.2 
billion  with  a  multiple  of  24.6  times  the  then  current  payout.  (11)  By 
2030  with  full  funding,  the  fund  would  be  just  under  $9  trillion(12) 
with  a  multiple  of  33.9  times  the  then  current  payout  of  $261  billion. 

Can  Such  a  Large  Fund  be  Utilized  in  the  Canadian  Capital  Market? 

Donner  and  Lazar  point  out  that  to  maximize  the  return  required  for 
the  econonic  benefits  of  full  funding  it  wDuld  be  necessary  to  invest  in 
equities.  At  the  present  time,  available  investment  opportunities  in 
equities  in  Canada  are  shrinking.  Tt>tal  financial  assets  in  Canada  at 
the  end  of  1977  were  about  $899  billion.  Total  financial  assets  of 
financial  intermediaries  in  Canada  at  the  end  of  1977  were  an  estimated 
$450  billion.  (13)  Already  the  $40  billion  representing  funds  invested 
through  private  pension  plans  and  RRSPs  exceeds  the  market  value  of  the 
outstanding  publicly  traded  portion  of  tJ-ie  300  stocks  of  the  composite 
index  of  Toronto  Stock  Exchange,  and  is  more  than  half  the  assets  of 
the  top  fifty  industrial  corporations  in  Canada,  excluding  tlie  oil 
ccnpanies. 
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Even  the  fondest  hopes  for  an  economic  boon  in  Canada  in  the  last 
quarter  of  this  century  cannot  envisage  capital  requirements  in  equity 
and  debt  securities  together  v*iich  could  acconmodate  growth  in  capital 
in  the  CPP  fund  from  $14.3  billion  to  $700  billion  by  the  year  2000  and 
still  allow  for  any  private  investors  in  Canada. 

In  the  Donner-Lazar  paper,  the  highest  forecast  in  growth  of  assets 
of  financial  intermediaries  is  only  $1,858.5  billion (14)  by  1990;  on  a 
Fund  C  basis  the  CPP  Fund  would  account  for  only  2.6  per  cent  of  the 
total.  If  full  funding  were  adopted,  it  is  difficult  to  see  what  type 
of  changes  vould  allow  utilization  of  such  huge  amounts  of  capital,  with 
the  fund  growing  by  $10  billion  a  year  in  1980  and  1981,  $62  billion  a 
year  in  1990  and  1991,   and  $147  billion  a  year  in  2000  and  2001.(15) 

How  Can  Effective  Control  be  Exercised  over  the  Fund  Which  Full   Funding 
Would  Create? 

From  the  time  the  CPP  was  instituted  to  the  end  of  1978,  the 
provinces  (other  than  Quebec)  have  had  available  to  them  for  investment 
total  assets  of  $14.3  billion  representing  total  contributions  made  to 
the  fund,  less  payouts,  plus  interest  earned  on  the  assets  in  the  fund. 
Each  year  the  provinces  may  draw  monies  not  needed  for  benefits  and  each 
year  the  provinces  have  availed  thonselves  of  the  right.  Each  year  the 
interest  is  utilized  in  similar  fashion,  as  each  province  simply  borrows 
the  interest  it  is  liable  to  pay;  and  so  avoids  any  cash  payment.  As 
has  been  noted,  interest  rates  set  under  the  plan  are  lower  than  the 
market  rate  for  provincial  bonds;  a  provincial  treasurer  could  be  criti- 
cized if  he  borrowed  in  the  market  when  cheaper  money  was  available. 
Ontario  had  borrowed  about  50  per  cent  of  the  total  fund  or  $8.4  billion 
by  Septanber,  1979.  Coupled  with  the  availability  of  money  has  been 
the  great  growth  in  government  spending  since  1965.  In  1976,  Darcy 
McKeough,  then  Treasurer  of  Ontario,  addressing  his  fellow  finance 
ministers  on  financing  options  for  the  Canada  Pension  Plan,  (16)  spoke 
of  the  first  critical  date  for  the  CPP  as  the  date  when  "under  the 
existing  financial  structure  of  the  CPP  net  provincial  cash  flow  will 
turn  around."  He  saw  the  date  as  the  time  when  contributions  would 
have  to  be  increased,  and  considered  the  effects  on  net  provincial 
borrowing : 

"Ihe  question  of  provincial  borrowing  has  two  integral  facets. 
First,  the  extent  to  which  the  restructured  CPP  continues  to 
be  a  source  of  funds  for  provincial  treasuries  must  be  decided. 
Second,  how  provincial  cash  flow  should  relate  to  the  financing 
options  must  also  be  decided.  With  regards  for  the  future  role 
of  provincial  borrowing,  my  own  feeling,  for  reasons  that  are 
explained  below,  is  that  the  CPP  fund  should  no  longer  continue  as 
an  exclusive  source  of  provincial  funding.  The  economic  legitimacy 
of  continuing   this  role  is  certainly  open  to  question." 
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and  later, 

"Only  one  fact  renains  kimutable:      net  provincial  borrowing    runs 

out  eventually.      It   is  coining    to  grips  with   this  fact   that  will 

finally  determine  the  financial  structure  of  the  Canada  Pension 
Plan. "(17) 

Although  there  is  no  conclusive  evidence  before  tlie  Carunission  that 
increased  provincial  goverrment  spending  and  the  availability  of  funds 
fran  the  CPP  are  linked,  the  fact  remains  that  the  provinces  will  be 
affected  by  what  happens  to  the  CPP  in  the  next  5  or  6  years.  If  the 
structure  of  the  CPP  is  changed  to  a  full  funding  basis  with  no  change 
in  investment  policy,  large  amounts  will  became  available  to  provincial 
governments.  Those  v^o  attack  full  funding  declare  that  this  temptation 
is  more  than  the  politician  faced  with  short-run  demands  can  resist. 
Ability  to  expand  government  programs  without  recourse  to  the  tax  base 
is  a  politician's  dream.  Can  the  politician  be  expected  to  exercise 
current  restraint  for  long-run  goals? 

Assessing  the  future  on  the  basis  of  the  past,  the  Commission 
considers  that  continuation  of  the  present  txjrrowing  structure  with  the 
monies  in  a  fully  funded  CPP  would  not  be  in  the  best  interests  of  the 
people  of  Ontario.  It  considers  that  only  when  monies  are  borrowed 
in  the  money  market,  at  market  rates,  with  payment  guaranteed  by  the 
tax  base  and  with  scheduled  repayments,  can  there  be  any  meaningful 
restraint  on  government  borrowing.  It  is  significant  that  no  one 
suggested  to  the  Commission  that  the  provinces  be  obliged  to  pay  back 
the  capital  sums  already  borrowed  from  the  CPP  fund.  In  fact  it  may  be 
that  sane  provinces  would  be  hard  pressed  to  do  so.  Borrowing  without 
concern  for  repayment  is  not  conducive  to  wise  financial  management. 

Proponents  of  full  funding  who  admit  this  difficulty  advocate 
the  investment  of  the  CPP  fund  in  the  private  sector.  Three  existing 
arrangements  are  pointed  to  as  successful  applications  of  the  principle. 
Ihe  Caisse  de  depot  et  placonent  du  (Xiebec  is  a  Crown  corporation  set  up 
in  1965  mainly  for  the  purpose  of  investing  the  contributions  received 
fron  tlie  Quebec  Pension  Plan.  The  Caisse  has  achieved  a  reputation  for 
independence  from  government  control  in  its  operations.  Two  features 
distinguish  the  management  of  the  QPP  funds  frcm  that  of  the  CPP  funds: 

"First,  the  investment  group  in  the  Caisse  actively  and  aggres- 
sively manages  the  funds  deposited  with  it,  v>*iile  the  CPP  funds  are 
channelled  by  a  formula  to  the  provinces.  Second,  the  majority  of 
the  securities  acquired  by  the  Caisse  are  publicly  offered  and  have 
market-determined  yields,  v*iile  the  yields  on  CPP  securities  are 
only  indirectly  linked  to  the  market.  The  difference  between 
investing  in  securities  v^ose  prices  are  market-determined  as 
opposed  to  private  placonents  at  arbitrarily  determined  prices,  is 
significant.. ."(18) 
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Critics  of  the  Quebec  arrangement  have  pointed  to  the  oppor- 
tunity for  the  government  to  advance  its  economic  policies  through 
control  of  the  policy  of  the  Caisse.  The  priorities  of  the  Caisse 
management  are  stated  to  be:  first  the  protection  of  the  depositors; 
second,  preference  for  investments  of  greater  potential  benefit  for  the 
Province  of  Quebec  vAien  the  expected  return  and  potential  risk  between 
two  investments  are  equal;  and  third,  the  creation  of  a  market  in  Quebec 
for  debt  issues  at  fair  market  prices. (19) 

Private  placements  by  the  Caisse  have  afforded  long-term  capital  to 
Quebec  conpanies  and  have  had  a  positive  effect  on  the  provincial  econ- 
oit^,  in  the  cpinion  of  Quebec  actuary,  Yves  Gudrard.  Caisse  operations 
have  resulted  in  higher  yields  to  the  QPP  than  the  CPP  has  obtained, 
although  the  spread  has  narrowed  with  the  recent  increase  in  rates  on 
Canada  long-term  bonds.  In  1976  the  average  yield  to  the  QPP  was  8.62 
per  cent;  for  the  CPP  in  1975-76  the  yield  was  7.54  per  cent.  Guerard 
also  ctoserves  that:  "a  channelling  of  additional  funds  in  the  private 
sector  and  the  preservation  of  market  discipline  on  government  borrowing 
concur  in  making  sure  the  reserves  are  used  for  capital  purposes. "(20) 

Still  to  be  considered,  however,  is  whether  the  separation  between 
the  Caisse  and  the  Quebec  government  will  continue.  Independence  can 
only  be  maintained  by  the  forebearance  of  the  government  itself. 

A  second  experiment  in  investment  in  the  capital  irarket  rather  than 
in  government  bonds  is  that  of  Ontario  Municipal  Employees  Retirement 
System  (OMERS).  A  report  on  OMERS  investment  policy  in  1973  posed  the 
following  as  the  doninant  question  to  be  answered: 

"Should  the  investment  of  the  funds  of  OMERS  be  influenced,  to  a 
significant  degree,  by  the  borrowing  needs  of  the  Province  of 
Ontario  or  of  its  local  governments;  or  should  the  funds  of  OMERS 
be  invested  in  the  test  interests  of  the  enployers  and  the  members 
of  OMERS?" (21) 

Before  1975,  OMERS  funds  vjere  invested  in  special  non-marketable 
Ontario  government  debentures.  At  that  time  the  investment  structure 
was  amended  so  that  a  portion  of  all  new  money  would  be  invested  in 
the  public  markets  under  the  normal  rules  for  employment  pension  plan 
investments.  Now  investments  are  handled  by  the  OMERS  staff  with  an 
advisory  board  drawn  from  the  financial  community.  A  satisfactory  rate 
of  return  is  teing  earned  on  assets  invested   in  this  manner. 

The  change  in  OMERS  investment  policy  came  as  a  response  to  criti- 
cism of  the  government.  However,  the  government  remains  free  to  make 
further  amendments  placing  limitations  on  market  investment  in  order  to 
satisfy  its  own  borrowing  needs. 

A  third  instance  in  v^ich  public  pension  funds  are  invested  through 
the  private  capital   market   is    in   Sweden,   where   the  National  Pension 
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Insurance  Fund  (AP)  is  invested  tiircxigh  four  sub-funds  tX)  avoid  possible 
government  misuse  of  investment  funds.  A  TEIGA  paper,  "Financing  the 
Swedish  National  Pension  Plans" (22)  provides  interesting  information 
about  the  operating  experience  of  a  fully  funded  segment  of  a  national 
pension  plan.  It  should  he  noted,  however,  tliat  the  total  amount  in  the 
fund  of  this  segment  as  of  April  30,  1977  was  only  $25  billion,  a  small 
amount  compared  to  the  projected  amounts  for  a  fully  funded  CPP  in  2000. 
The  investment  policy  is  summarized  in  the  paper: 

"The  moneys  are  invested  under  the  auspices  of  an  independent 
agency.  As  of  i^ril  30th,  1977,  the  fund  had  42  per  cent  of  its 
assets  in  housing,  34  per  cent  in  private  sector  bonds  and  promis- 
sory notes,  16  per  cent  in  central  government  bonds  and  8  per  cent 
in  local  government  bonds.  The  investment  philosophy  of  the  AP  is 
to  'invest  in  good  and  valid  security,  at  good  interest  and  readily 
accessible  for  redemption." 

"Ihese  directives  consequently  place  equity  investment  at  a  disad- 
vantage with  the  result  tliat  only  0.6  per  cent  of  the  funds  assets 
are  invested  in  shares.  Another  reason  for  the  Swedes'  aversion  to 
equity  investment  is  the  strong  feeling  against  the  government 
controlling  the  economy  through  its  control  of  the  fund.  The 
administrative  set  up  of  the  AP  consists  of  representatives  from 
the  government,  local  authorities,  employer  and  employee  groups, 
consumers'  groups  and  individual  contributors  groups." 

Briefs  to  the  Commission  from  various  members  of  the  financial 
canmunity  rejected  the  Caisse,  CMERS,  and  Swedish  approaches  because  of 
the  possible  exercise  of  government  control.  Instead,  they  advocate 
allocation  through  the  regular  capital  markets.  Canavest  House  notes: 

"Public  sector  retirement  savings  should  be  allocated  to  investment 
uses  through  Canada's  capital  markets.  They  have  a  proven  record 
as  an  efficient  allocation  mechanism. 

"In  the  same  way  governments  buy  professional  services  from  the 
private  sector  supplies  in  the  accounting,  legal  computer  systems, 
advertising  etc.  areas,  investment  management  services  could 
be  bought  in  a  similar  fashion.  Investment  objectives  could  be 
pre-defined.  Fees  could  be  established  through  a  competitive 
bidding  system. "(Brief  180) 

The  Toronto  Stock  Exchange  (Brief  219)  supported  this  position: 

"Ideally,  the  Canada  Pension  Plan  Investment  Fund,  to  the  extent 
it  exists,  should  be  managed  on  a  competitive  basis  under  con- 
tracts with  investment  managers  in  the  private  sector.  Even  if  the 
government  wishes  to  continue  to  purchase  its  own  securities  or 
those  of  another  government,  the  Exchange  recommends  that  those 
transactions  be  conpleted  through  the  market  process.  The  concept 
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of  fair  market  value  and  an  econonic  return  v,tiich  underlies  private 
investment,  whether  done  by  private  placement  or  public  issues, 
should  govern  tlie  investment  of  the  enforced  savings  of  Canada's 
labour  force." 

And  in  a  similar  vein,  the  Trust  Companies  Association  of  Canada 
states: 

'"Ihe  capital  market  in  Canada  is  controlled  by  institutions  in  the 
private  sector  although  strictly  regulated  by  the  public  sector. 
The  disciplines  of  the  market,  danestic  and  international,  provide 
an  important  control  on  private  and  public  sector  spending,  which 
the  formula  allocation  of  the  CPP  overrides.  Participation  by  many 
private  sector  decision-makers  in  the  allocation  of  pension  savings 
by  means  of  objective  capital  market  prices  is  a  more  efficient 
resource  allocation  process,  than  a  nester  allocation  scheme  of  a 
board  or  a  canmittee  fron  the  public  sector  operating  outside  of 
the  discipline  of  the  market. "(Brief  361) 

The  Toronto  Stock  Exchange  raises  another  important  point  for  full 
funding  of  tlie  CPP: 

"Even  if  invested  through  the  private  capital  markets,  which  the 
Exchange  clearly  supports  should  this  route  be  taken,  the  plan 
would  own  significant  proportions  of  corporate  shares  and  other 
outstanding  financial  obligations.  This  raises  serious  questions 
as  to  how  the  CPP  would  appoint  directors  to  corporate  boards  to 
represent  the  fund.  What  duties  would  such  directors  owe  to  the 
beneficiaries?  Whose  interests  would  they  ostensibly  represent? 
How  would  their  duties  differ  from  those  of  elected  politicians 
when  CPP  beneficiaries  and  the  electorate  are  virtually  the  same 
group?  The  lines  of  demarcation  between  private  enterprise  and 
parliamentary  powers  would  be  swept  away." (Brief  219) 

Answers  to  these  serious  questions  v^re  put  forward  by  the  Ontario 
Division,  Canadian  Union  of  Public  Employees.  It  objected  to  the  fun- 
nelling of  CPP  funds  into  the  private  corporate  sector.  Instead  tlie 
brief  made  the  following  proposals: 

"The  public  money  accumulated  through  the  fully  funded  Canada 
Pension  Plan  and  public  anployee  pension  funds,  instead  of  being 
used  to  finance  the  investment  requirements  of  the  private  cor- 
porate sector,  should  instead  be  used  in  the  public  interest  to: 

"1.  Repatriate  the  Canadian  economy  by  using  the  Canada  Pension 
Plan  and  public  employee  pension  funds  as  an  active  investment 
vehicle  to  co-ordinate  and  direct  an  industrial  strategy  by 
directly  buying  the  oustanding  equity  interest  of  foreign 
owned  or  controlled  corporations  in  Canada. 
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"2.  Pursue  an  industrial  strategy  at  both  the  Federal  and  Provin- 
cial levels  by  using  tiie  fully  funded  CPP  and  public  employee 
pension  fund  assets  to  invest  directly  in  new  physical  plant 
and  equipment  in  the  manufacturing  sector  and  the  petroleum 
and  natural  gas  sector  tlirough  Federal  and  Provincial  Crown 
Corporations. 

"3.  In  this  latter  case,  a  competitive  market  rate  of  return 
should  be  guaranteed  to  the  CPP  and  public  employee  pension 
plans  to  preserve  the  integrity  of  the  fund  for  member  bene- 
ficiaries and  in  order  to  meet  the  outstanding  fiduciary 
responsibility. 

"4.  Establish  a  Heritage  Fund  whereby  10%  of  the  assets  of  a 
trusteed  pension  plan  of  a  foreign  owned  or  controlled  cor- 
poration would  be  placed  with  the  CPP  fund  for  investment  in 
equities  of  foreign  owned  or  controlled  corporations  or  direct 
investment  through  a  Crown  Corporation. "(Brief  101) 

Conclusions  on  Full  Funding 

Having  considered  all  the  arguments,  the  Commission  is  not  con- 
vinced that  a  case  has  been  established  for  moving  to  the  full  funding 
of  the  Canada  Pension  Plan.  There  are  a  number  of  difficulties  with 
the  theory  tliat  pay-as-you-go  social  retirement  income  plans  depress 
savings;  but  even  accepting  the  validity  of  the  theory  the  practical 
difficulties  of  full   funding  are  extremely  serious. 

First,  full  funding  would  require  such  a  large  and  almost  Lnmediate 
increase  in  the  contribution  rate  that  the  existing  relationship  between 
government  and  private  provision  of  retirement  income  would  be  badly 
dislocated.  Ihe  equilibrium  following  the  dislocation  would  leave  the 
cost  for  tlie  government-sponsored  part  much  larger  than  the  cost  for  tlie 
employer-sponsored  part  and  the  result,  in  terms  of  benefits,  would  be 
the  same.  The  political  difficulty  of  selling  such  an  increase  without 
an  improvement  in  benefits  is  obvious.  But  to  increase  benefits  would 
be  to  compound   the  problem. 

Second,  full  funding  would  create  such  a  large  pool  of  assets,  even 
in  the  next  twenty  years,  that  it  is  impossible  to  forecast  what  effect 
the  investment  of  these  funds  would  have  on  capital  markets.  Capital 
requirements  for  energy  projects  will  be  vast,  but  the  speculative 
nature  of  many  such  investments  precludes  any  generalized  ccramitment  of 
CPP  funds  to  this  aspect  of  economic  developiient. 

Third,  control  of  the  funds  created  by  full  funding  through  quasi- 
independent  government  agencies  is  no  guarantee  against  future  govern- 
ment intervention.  However,  to  invest  the  funds  either  through  govern- 
ment or  private  financial  intermediaries  still  creates  the  problem  of 
the  exercise  of  the  power  \^ich  goes  with  ownership  of   assets  on  such 
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a  vast  scale.  Concentration  of  control  in  this  fashion  could  bring 
us  to  the  pension  fund  socialism  seen  by  Peter  Drucker  in  The  Unseen 
Revolution. 

In  the  Commission's  opinion,  the  Canada  Pension  Plan's  prime  role 
is  not  that  of  an  econonic  tool  to  be  used  to  control  the  Canadian  econ- 
omy. However,  care  must  be  taken  in  designing  future  funding  methods 
for  the  CPP  to  recognize  their  possible  impact  on  the  economy,  and  to 
avoid  major  dislocations  of  capital  markets. 


■IHE  ODMMISSION'S  ALTERNATIVE  TO  FULL  FUNDING 

1986  is  the  first  year  when  some  change  in  the  CPP  funding  pattern 
is  likely.  Contributions  will  approximately  equal  benefit  payout.  Some 
decision  has  to  be  made  about  the  future  operation  of  the  CPP.  That 
decision  will  affect  all  future  contributors  to  the  plan  and  the  financ- 
ing of  all  participating  provinces.  The  Commission  is  of  the  opinion 
that  the  Province  of  Ontario  should  initiate,  as  soon  as  possible,  the 
following  three  major  changes: 

1.  Adopt  one  fund  basis  for  the  CPP  to  continue  into  the  future, 
and  discard  the  other  alternatives; 

2.  Make  changes  in  the  investment  structure  of  the  CPP  fund; 

3.  Set  future  contribution  rates. 

The  Conmission  appreciates  that  these  measures  require  the  concur- 
rence of  the  other  participating  provinces  and  the  federal  government, 
and  that  negotiations  will  reflect  the  needs  of  other  provincial  treas- 
uries as  well  as  Ontario's.  However,  the  Commission  recommends  the 
following  course  of  action  for  Ontario: 

1.   Adopt  as  the  CPP  funding  pattern  the  present  Fund  C 

The  Conmission  accepts  the  position  that  it  is  appropriate  for  a 
contributory  social  security  retirement  incone  plan  to  be  on  a  pay-as- 
you-go  basis.  It  rejects  for  the  reasons  stated  above  any  thought  of 
converting  the  CPP  to  a  funded  plan  beyond  the  partial  funding  now  in 
place  and  reflected  in  Funds  A,  B,  and  C.  It  doubts  the  wisdom  of 
having  created  a  partially  funded  plan  in  the  first  place,  other  than  to 
provide  contingency  monies  equivalent  to  one  or  two  years'  benefit 
payout.  However,  the  capital  accumulated  has  been  lent  to  the  provinces 
and  the  Commission  believes  it  impractical  to  recommend  that  the  prov- 
inces be  required  to  repay  tlie  borrowed  capital  as  they  would  have  to 
(starting  in  1991)  under  the  Fund  A  design.  On  the  other  hand,  to 
virtually  release  the  provinces  from  interest  repayment  as  is  implicit 
in  the  design  of  Fund  B  seems  to  the  Conmission  an  unwise  course  if  the 
provinces  are  to  be  accountable  for  their  borrowing.   Fund  C's  design 
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resolves  these  problems.  It  calls  for  cxantinuation  of  the  build-up  in 
the  fund  frcm  its  present  $14.8  billion  to  $36.1  billion  in  1991,(23) 
assuming  that  contributions  rise  to  pay-go  rates  starting  in  1986.  After 
1991  the  fund  will  continue  at  $36.1  billion  in  perpetuity,  subject  to 
sane  increase  if  its  purpose  is  seen  as  a  contingency  fund  for  one 
or  two  years'  benefit  payout.  By  the  year  2000,  $36.1  billion  will 
represent  1.6  times  the  annual  benefit  payout.  In  1978,  the  fund  of 
$14.3  billion  is  10.5  times  the  benefit  payout.  However,  the  size  of 
the  stable  fund  continues  to  decline  in  proportion  to  the  size  of  the 
benefits  to  be  paid,  so  that  by  2010  the  fund  represents  only  .7  of 
benefits  and  by  2030  only   .1  of  benefits. (24) 

2.       Make  changes  to  the  investinent  structure  of  the  CPP  fund 

During  the  period  between  now  and  1986,  additional  monies  flowing 
into  the  fund  under  existing  arrangements  will  be  available  for  prov- 
incial financing.  Between  1986  and  1991  the  provinces  will  have  a 
moratorium  on  part  of  the  interest  payments  on  monies  borrowed.  If 
contribution  rates  are  increased  above  the  pay-go  rates,  more  capital 
frcm  contributions  will  also  be  available  for  borrowing. 

The  Commission  is  of  the  opinion  that  the  criticism  of  the  existing 
investment  structure  is  valid.  It  results  in  lower- than-market  return 
to  the  fund.  As  a  consequence,  the  best  possible  return  is  not  avail- 
able to  benefit  contributors;  and  the  provinces  are  free  to  borrow 
monies  without  either  the  strictures  of  the  regular  capital  markets  or 
the  constraint  of  a  schedule  for  repayment  of  capital  and  payment  of 
interest.  Ontario  taxpayers  may  have  to  pay  more  for  capital  borrowed 
by  tlie  province  in  the  regular  capital  markets,  but  the  benefits  derived 
from  the  visibility  of  the  cost  of  such  borrowing  and  its  traditional 
restraining  effect  should  more  than  offset  the  increased  cost  in  the 
future . 

For  these  reasons  the  Commission  recommends  the  adoption  of  the 
following  changes  in  the   investment  structure: 

As  provincial  obligations  to  the  CPP  fall  due,  borrowings  by  the 
provinces  and  interest  payable  on  such  borrowings  would  no  longer  be 
secured  by  tlie  type  of  provincial  undertaking  now  given.  Starting  in 
1986  the  first  provincial  "bonds"  mature.  As  these  mature  they  should 
be  replaced  by  a  new  type  of  security:  20-year  negotiable  bonds  issued 
by  provincial  Crown  corporations,  accompanied  by  a  guarantee  by  the 
province  and  by  a  certificate  of  the  provincial  treasurer  that  the 
proceeds  of  the  bonds  are  being  used  to  invest  in  fixed  assets,  or  to 
refinance  outstanding  debt  used  to  finance  acquisition  of  fixed  assets 
of  that  Crown  corporation.  Whether  such  bonds  are  issued  on  a  sinking 
fund  basis  or  with  a  replacement  schedule  wDuld  depend  on  the  nature  of 
the  issuing  provincial  Crown  corporation,  but  there  would  be  a  fixed 
maturity  date.     From  and   after   1986,    borrowings   from   the   CPP  of   the 
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interest  on  the  fund  would  similarly  be   secured   by   this    type   of   nego- 
tiable security. 

Interest  on  these  bonds  wDuld  be  at  market  rates,  set  at  the  aver- 
age rate  in  the  twenty  preceding  trading  days  on  outstanding  long-term 
debt  issued  by  or  guaranteed  by  the  province,  denominated  in  Canadian 
dollars. 

If  it  v/ere  thought  undesirable  for  political  reasons  to  set  differ- 
ent interest  rates  for  different  provinces,  then  a  monthly  rate  might  be 
established,  based  on 

a)  the  average  of  interest  rates  on  all  outstanding  debt  issued  or 
guaranteed  by  all  the  provinces,  other  than  Quebec,  weighted 
according  to  their  CPP  contributions  in  the  year  of  calcula- 
tion; or 

b)  the  actual  interest  rate  on  outstanding  debt  issued  or  guaran- 
teed by  the  province  involved; 

with  the  provincial   treasurer  of  the   issuing  province   having    the   elec- 
tion between  a)   and  b) . 

If  in  any  month  a  provincial  treasurer  declines  the  funds  available 
to  the  province,  such  funds  would  be  invested  in  90-day  treasury  bills 
until  the  province  takes  up  the  funds  by  issuing  Crown  corporation 
bonds.  The  treasury  bills  would  be  provincial  where  these  are  issued  by 
the  province  and  federal   in  all  other  cases. (25) 

Several  desirable  effects  would  arise  frcm  this  restructuring: 

(i)  By   about   the   year  2000   all   CPP   funds   would   be    invested 

in  negotiable  debt  securities  issued  at  market  interest 
rates,  on  the  security  of  real  financial  assets  of  Crown 
corporations. 

(ii)  A  province  would  be  forced  to  borrow  money  for  its  own 
requirements  directly  through  the  capital  markets,  with  the 
constraints  of  market  interest  and  the  effect  of  borrowing 
on  its  own  credit  rating. 

(iii)  The  CPP  fund  would  be  invested  in  securities  which  are 
negotiable  and  with  a  regular  repayment  schedule  so  that  the 
capital  and  the  interest  on  the  fund  may  be  utilized  for 
payment  of  benefits  under  the  CPP  and  will  facilitate  the 
transition  to  a  Fund  C  pattern  without  a  sudden  demand 
on  the  provinces  for  interest  and  capital.  The  present 
opportunity  for  rolling  over  the  obligations  will  not  be 
available  to  the  provinces.     Ihey  will  tie  obliged  to  cane  to 
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grips  with   the  outstanding   debt   within   the   next    twenty 
years,   rather  tlian  postpone  settlement  indefinitely. 

(iv)  Criticisms  of  below-market  interest  rates  and  easy  access  to 
funds  for  provincial  spending  will  be  met  and  the  whole 
structure  will  be  subject  to  market  conditions. 

There  will  doubtless  be  adverse  effects  in  terms  of  increased 
borrowing  costs;  but  if  tlie  provinces  accept  the  need  for  controlled 
spending,  there  should  be  little  difficulty  in  persuading  them  that 
a  Canada  Pension  Plan  perceived  by  the  public  to  be  sound  and  well 
invested   is  worth  the  short-run  difficulties. 

Unless  the  CPP  is  changed  to  utilize  full  funding,  the  amounts 
available  to  the  provinces  will  run  out  sooner  or  later,  depending  on 
the  fund  basis  chosen.  If  the  FXind  C  pattern  proposed  by  the  Commission 
is  adcpted,  a  fund  should  ultimately  be  maintained  only  for  the  purpose 
of  securing  benefits  say,  two  years  in  advance,  and  will  not  be  a  source 
of  funds  for  tlie  provinces.  With  the  CPP  fund  assigned  this  limited 
role,  its  size  will  diminish  in  relation  to  the  expanding  wealth  of 
the  country.  In  the  long  run  the  CPP  will  becone  essentially  a  pay-go 
program. 

3.       Set  future  contribution  rates 

The  argument  is  frequently  advanced  that  it  is  impossible  to 
increase  CPP  contribution  rates  without  at  the  same  time  increasing 
benefits.  Such  increases  in  contributions  emphasize  the  subsidy  from 
the  present  Viorkers  to  those  already  drawing  pensions  who  contributed 
less  for  tliose  pensions.  However,  the  Conmission  is  not  convinced  tiiere 
is  an  inevitable  link  between  contribution  rates  and  benefits,  and 
therefore  recommends  there  be  no  increase  of  benefits  to  go  with  the 
increased  contribution  rates. 

The  current  3.6  per  cent  contribution  rate  results  in  an  increasing 
fund  on  a  Fund  C  pattern  until  1992.  In  order  to  accommodate  improve- 
ments in  retirement  arrangements  in  the  private  sector  and  to  avoid  a 
faster  build-up  of  the  fund,  the  Conmission  reconmends  no  change  in  the 
contribution  rate  until  1992,  or  more  precisely,  until  contributions 
plus  interest  on  the  fund  equal  benefit  payout. 

When  an  increase  in  contribution  rates  is  necessary,  the  Commission 
reconmends  a  gradual  phasing-in  of  increases  to  approximate  the  pay-go 
rates,  with  sufficient  amounts  accumulated  above  the  benefit  payout  to 
maintain  a  fund  equal  to  twice  the  year's  benefits  and  administrative 
cost  payments,  three  years  in  advance.  Thus  the  contribution  rates 
should  be  such  that  the  fund  on  hand  at  January  1,  1991  will  equal  twice 
the  amount  required  to  be  paid  out  for  benefits  and  administrative  costs 
in  1993. 
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The  Commission  experimented  with  various  possible  gradual  increases 
in  rates.  Table  D-17  in  Appendix  D  shows  the  result  of  increasing  the 
contribution  rate  to  4  per  cent  in  1985  and  by  .2  per  cent  every  year 
thereafter,  reaching  an  8  per  cent  rate  by  the  year  2000  and  remaining 
constant  thereafter.  The  result  would  be  to  continue  the  cash  flow  to 
the  provinces  until  2019  when  contributions  would  again  equal  benefit 
payout;  and  a  fund  which  would  stabilize  at  $891  billion  with  a  multiple 
of  7.27  times  benefits.  This  projection  confirms  the  Commission's 
reluctance  to  have  the  contribution  rates  increase  before  1992  or  to  in- 
crease much  above  the  Fund  C  rate  because  of  the  enormous  fund  build-up 
and  its  consequent  problems.  The  Conmission  therefore  recommends  that 
instead  of  a  gradual  increase  by  a  constant  percentage,  the  contribution 
rate  be  set  at  predetermined  intervals,  say  6  years  in  advance,  (to 
accanmodate  the  CPP  amendment  machinery)  by  determining  the  pay-go 
contribution  rate  required  to  cover  benefit  payout  with  interest  from 
the  fund,  at  a  point  two  years  in  advance  of  the  year  in  which  such 
payout  is  to  be  made.  In  this  way,  increases  in  the  contribution 
rate  are  gradual,  are  fixed  v\ell  in  advance,  and  create  a  contingency 
fund  sufficiently  large  to  smooth  any  unexpected  decreases  in  total 
contributions  without  providing  any  long-term  capital  which  the  prov- 
inces would  be  anxious  to  borrow.  Actuarial  evaluations  should  be  done 
frequently  enough  to  allow  for  changes  in  the  contribution  rates  should 
it  appear  that  the  rates  determined  at  6-year  intervals  are  insufficient 
to  maintain  the  plan  with  the  benefits  covered  three  years  in  advance. 

The  Conmission  realizes  that  to  maintain  a  3.6  per  cent  contri- 
bution rate  until  1991  when  many  people  are  expecting  an  increase  early 
in  the  1980s  will  open  the  way  for  strong  pressures  to  increase  benefits 
with  a  small  increase  in  contribution  rates.  Such  a  course  would  under- 
mine the  long-term  planning  for  the  CPP.  Any  increase  in  benefits 
should  be  costed  out  to  the  ultimate  payment  time,  as  we  have  done  for 
current  benefits.  Until  the  CPP  matures,  part  of  today's  work-force  can 
expect  to  receive  more  than  it  actually  pays  for  (in  addition  to  the 
benefit  fron  real  growth  in  the  economy  mentioned  earlier)  and  it  is 
easy  to  understand  the  demand  for  more  of  a  good  thing.  But  it  must  not 
be  forgotten  that  if  CPP  benefits  are  to  double,  then  the  cost  must  also 
double;  in  that  event  a  pay-go  rate  of  9.45  per  cent  in  2050  must  double 
to  18.9  per  cent. 
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NOTES 

(1)  Richard  Osier  in  The  Financial  Post,  September  10,1977. 

(2)  Any  monies  not  taken  by  the  provinces,  and  contributions  received 
from  the  Yukon  Territory,  the  Northwest  Territories,  and  for 
certain  employees  outside  Canada,  are  invested  in  Government  of 
Canada  bonds. 

(3)  See  Appendix  D-5.   Rate  includes  amortization  of  accrued 
liabilities  over  fifty  years. 

(4)  Appendix  D-5  shows  the  pay-go  rates  1978  to  2050. 

(5 )  A  Report  of  the  Canada  Pension  Plan  Advisory  Committee  on  the 
Funding  Principles  of  the  Canada  Pension  Plan,  May  1976,  p.  6. 

(6)  Ontario  Ministry  of  Treasury,  Economics  and  Intergovernmental 
Affairs,  "The  Economics  of  Financing  National  Pension  Plans" 
(Toronto,  1977).   See  also  "Saving  or  Consumption?   The  Role  of 
the  Public  Pension  Plan  in  the  National  Economy";  remarks  to  the 
Association  of  Canadian  Pension  Management:   Mandate/78,  by 
Tristram  S.  Lett,  Senior  Budget  Advisor  for  Pension  Policy,  TEIGA 
(September  1977). 

(7)  Lett,  ibid.,  p.  5. 

(8)  Arthur  Donner  and  Fred  Lazar,  "A  Review  and  Critical  Analysis  of 
the  Economic  Literature  on  Social  Security,"  Volume  V,  Resource 
Study. 

(9)  See  Appendix  D,  Table  D-2  for  contribution  rates  for  proposed 
Funds  D,  E,  and  F,  Royal  Commission's  projections  with  unfunded 
liabilities  amortized  over  50  years. 

(10)  See  Appendix  D-1  and  D-3 . 

(11)  See  Appendix  D-2  and  D-4. 

(12)  1,000  billion  equals  one  trillion. 

(13)  Arthur  W.  Donner  and  Fred  Lazar,  "The  Impact  of  Social  Security 
Financing  on  the  Capital  Markets  in  the  1980s,"  Table  42;  in 
Volume  IX. 

(14)  Ibid. 

(15)  See  Appendix  D-4. 

(16)  Hon.  Darcy  McKeough,  Speech  to  the  Federal-Provincial  Meeting  of 
the  Ministers  of  Finance,  December  6  and  7,  1976. 

(17)  Ibid.,  p.  5. 

(18)  "The  Management  of  Change  in  the  Canadian  Securities  Industry," 
David  C.  Shaw  and  T.  Ross  Archibald,  quoted  in  a  speech  by  Yves 
Guerard  of  Pouliot,  Guerard  and  Associates,  Inc.,  "Pension  Funds 
and  Their  Impact  on  the  Direction  of  the  Economy,"  2  9  September 
1978. 
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(19)  Ibid. 

(20)  Yves  Guerard,  "Pension  Funds  and  Their  Impact  on  the  Direction  of 
the  Economy." 

(21)  Paul  Hickey,  report  on  Ontario  Municipal  Employees  Retirement 
System's  Investments,  August  9,  1973. 

(22)  Taxation  and  Fiscal  Policy  Branch,  Ministry  of  Treasury,  Economics 
and  Intergovernmental  Affairs,  Government  of  Ontario,  "Financing 
the  Swedish  National  Pension  Plans,"  August  1977. 

(23)  See  Appendix  D-3 . 

(24)  See  Appendix  D-1. 

(25)  Only  Alberta,  Ontario,  and  Quebec  now  issue  provincial  Treasury 
Bills. 
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LIST  OF  "mBLES 

Table  1  -  Fund  C,   Canada  Pension  Plan  -  Canparison  of 
Critical  Years  and  Pay-go  Rates  for  "NoLmal 
Population"   and  Ibtal  Population  including 
Baby  Boon  Excess  90 

Table  2  -  Effect  on  Fund  C  of  Variations  in  Ifeal 

Growth   in  Earnings  92 
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Chapter  8 


Issues  Relating  to  Benefit  Features 


COVERAGE 

One  obvious  reason  for  establishing  the  Canada  Pension  Plan  was  the 
lack  of  vvork-related  pension  coverage  for  more  than  half  the  labour 
force.  In  addition,  there  was  the  knowledge  that  employment  pension 
plans  provided  much  less  than  full  portability,  so  that  many  of  those 
"covered"  would  not  in  fact  receive  retirement  benefits  commensurate 
with  service  and  earnings  in  all  jobs  held  during  their  working  lives. 
By  virtue  of  its  universality  and  canplete  portability,  the  CPP  was  the 
vehicle  of  choice  to  ensure  a  degree  of  earnings-related  pension  income 
for  all  paid  wDrkers  regardless  of  the  nature  or  duration  of  employment 
with  any  one  anployer.  Beyond  tliat,  the  CPP  provided  coverage  for  the 
self-employed  who,  by  definition,  had  little  or  no  access  to  employers' 
pension  plans. 

It  is  not  surprising  therefore  that  the  statistics  show  virtually 
canplete  CPP  coverage  of  the  Ontario  work-force.  A  comparison  of 
coverage  by  the  CPP  and  private  pension  plans  appears  in  Table  1.(1) 
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At  the  end  of  1976,  the  latest  year  for  which  complete  data  were 
available,  well  over  one  and  a  half  million  workers  (1,608,000)  re- 
presenting 47.5  per  cent  of  the  total  paid  workers  in  Ontario  were 
covered  by  a  private  pension  plan.  Nearly  all  of  these  were  also 
participants  in  the  CPP.  In  that  year,  it  is  estimated  that  96  per  cent 
of  the  3,655,000  employed  paid  vvorkers  plus  the  self-employed  workers  in 
Ontario  v^re  active  members  of  the  CPP.  It  is  clear  that  the  CPP  is 
fulfilling  its  role  of  universality  for  nearly  all  paid  workers.  Those 
not  covered  fall  into  three  categories: 

-  the  unemployed; 

-  those  whose  annual  earnings  are  no  more  than  the  Year's  Basic 
Exemption   ($1,100  in  1979); 

-  certain  classes  of  workers  excluded  from  coverage  such  as  some 
agricultural  workers,  sane  casual  workers,  and  sane  self-employed 
members  of  religious  orders. (2) 

The  unemployed  group  is  a  fluctuating  group  with  coverage  resuming 
with  anployment.  For  the  other  two  categories  extension  of  coverage  is 
difficult.  The  Ontario  Federation  of  Agriculture  pointed  out  that, 
although  basically  covered  by  the  plan  design,  many  farmers  are  unable 
to  take  full  advantage  of  the  benefits  provided  by  the  CPP  because  they 
have  low  cash  incones.  If  these  fluctuate  or  are  consistently  below  the 
YMPE,  the  fanners  lose  potential  credits  because  the  greater  part  of  the 
value  of  their  work  is  not  measured  in  cash  terms.  (3)  Their  problem 
is  similar  to  that  of  unpaid  home-makers  whose  position  is  much  more 
prominent  in  current  criticisms  of  the  CPP. 

The  Unpaid  Worker 

Since  the  Canada  Pension  Plan  benefit  is  earnings-related  and 
provides  for  both  employees  and  the  self-employed,  it  does  not  extend  to 
those  without  earned  income,  in  particular,  housewives.  There  is  a 
spouse's  benefit  on  death  of  the  contributor  either  before  or  after 
retirement,  but  no  provision  for  voluntary  contributions  by  housewives 
or  other  non-earners  which  would  enable  them  to  obtain  pension  credits. 
Social  insurance  principles,  on  v^ich  the  CPP  is  largely  based,  tradi- 
tionally limit  protection  to  earnings.  The  risk  shared  by  covered 
workers  is  the  loss  of  enployment  incone  in  retirement.  Unpaid  work  is 
assumed  to  be  inferior,  or  not  work  at  all,  or  impossible  to  value.  By 
far  the  largest  group  excluded  by  the  application  of  these  principles  is 
the  unpaid  worker  in  the  home. 

The  three  major  Canadian  political  parties  have  espoused  as  an  elec- 
tion premise  the  extension  of  the  CPP  to  those  working  in  the  home.  At 
first  blush  the  proposal  is  attractive  and  apparently  forward-looking; 
but  if  one  examines  tlie  ramifications   of   such   a  move,    there   are   some 
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aspects  which  could  actually  undermine  the  present  effectiveness  of   the 
CPP. 

The  Commission  is  cognizant  of  the  undesirable  position  of  many 
women  who  are  now  over  65  or  approaching  that  age(4).  However,  it  must 
not  be  forgotten  that  tiie  position  of  these  women  has  been  determined  by 
a  far  different  social  and  labour  scene  than  tliat  in  which  any  changes 
in  the  future  to  the  CPP  will  take  effect. 

Our  examination  indicates  that  female  labour  force  participation 
rates  have  grown  to  such  a  degree  over  the  past  two  decades  that  few 
women  in  the  future  remain  at  home  without  children,  or  after  children 
are  in  school.  For  most  people,  economic  necessity  or  preference  has 
required  tliat  both  husband  and  wife  be  in  the  work-force.  Those  who 
will  stay  liome  permanently  to  raise  children  and  never  enter  or  re-enter 
the  work-force  are  those  whose  economic  position  permits.  They  can 
expect  to  be  provided  for  in  old  age  by  the  additional  savings  and 
private  arrangements  of  the  marriage  partner.  If  the  marriage  breaks 
down,  the  CPP  now  provides  for  a  division  of  pension  credits,  and  the 
non-working  partner  will  probably  enter  or  re-enter  the  labour  force. 
If  these  assumptions  are  correct,  then  to  extend  the  CPP  on  a  voluntary 
basis  on  some  notional  value  of  work  in  the  home  will  serve  only  to 
assist  those  who  are  unlikely  to  require  economic  assistance  in  retire- 
ment. In  this  sense,  such  a  move  can  be  said  to  be  regressive  in  nature 
and  therefore  undesirable  in  the  context  of  a  social   insurance  scheme. 

It  will  be  useful  to  review  sane  of  the  difficulties  tliat  would  be 
created  by  a  general  extension  of  the  CPP  to  non-workers. 

Any  arrangement  v>^ich  by  design  would  protect  pension  rights  only 
for  those  who  could  afford  the  contributions  would  distort  the  original 
social  insurance  concept  of  the  plan,  and  would  not  serve  the  needs  of 
many  who  may  require  pension  coverage.  If  the  measure  is  aimed  at 
providing  pension  coverage  to  persons  with  disposable  incone,  a  vehicle 
other  than  CPP  is  already  available:  the  spousal  RIRSP  v^^ich  permits  tax 
deductible  contributions  of  up  to  $3,500  a  year,  or  as  much  as  $5,500  in 
seme  cases. 

To  introduce  the  concept  of  voluntarism  to  a  plan  that  is  compul- 
sory for  persons  in  the  work-force  immediately  creates  two  sets  of  plan 
members:  those  v^o  nust  contribute,  and  those  who  may  contribute  if 
they  wish.  Such  a  situation  might  be  considered  undesirable  on  human 
rights  principles.  If  the  plan  vi^re  to  be  compulsory  for  all,  it  would 
have  to  be  altered  radically  to  provide  for  collection  of  contributions, 
record-keeping,  and  work  valuation.  We  would  have  a  new  universal 
schane  based  on  notional  earnings.  On  the  other  hand,  if  the  plan  were 
voluntary  for  all,  there  would  be  no  guarantee  that  those  in  or  out 
of  the  work-force  would  continue  to  pay  and  maintain  coverage.  The 
scheme  of  shared  contributions  between  enployers  and  enployees  would  be 
disrupted.     If  contribution   levels  were   also  voluntary,    the  problem 
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would  be  further  compounded.  Apart  from  the  reduction  in  eventual 
pension  due  to  periods  of  no  contributions,  there  would  be  the  risk  of 
losing  eligibility  for  disability  aind  survivor  benefits. 

Accordingly,  it  is  questionable  v\^ether  it  wDuld  be  regarded  as  an 
improvement  to  change  fran  universal  coverage  in  the  paid  work-force  to 
optional  non-coverage,  or  coverage  for  those  with  greater  financial 
resources  ^o  are  not  in  the  wark-force. 

Other  implications  wDuld  have  to  be  questioned  in  any  scheme  which, 
though  not  vvtiolly  voluntary,    included  voluntary  contributions: 

a)  If  the  home-maker  is  to  contribute  on  the  basis  of  imputed 
earnings,  the  level  chosen  would  have  to  be  minimal  in  order 
not  to  penalize  the  low-incone  person  viio  is  also  carrying  on 
family  responsibilities;  in  other  words,  could  we  justify 
attributing  higher  earnings  to  the  person  doing  his  or  her  own 
housework  and  child  care  than  are  actually  received  by  someone 
working  as  a  cleaner  or  baby  sitter  for  someone  else? 

b)  If  we  assume  the  hone-maker  is  self-employed,  the  contributions 
will  be  double  those  paid  by  the  spouse;  as  a  consequence, 
contributions  may  be  harder  to  justify  if  the  household  budget 
is  determined  by  only  one  salary; 

c)  If  we  assume  the  home-maker  is  an  employee,  then  we  must  ask 
who  will  be  required  to  pay  the  anployer  portion.  To  have  the 
spouse  do  so  is  to  re-emphasize  for  woman  her  traditional 
dependent  role  which  is  so  strenuously  teing  challenged  today, 
and  to  create  a  tax  on  marriage.  Conversely,  should  the  double 
tax  deduction  be  available  to  the  spouse  paying  the  employer 
portion?  If  we  assume  that  tlie  state  will  pay  the  "employer" 
portion,  the  inequity  is  compounded  since  all  taxpayers,  with 
or  without  CPP  coverage  for  themselves,  will  be  forced  to 
support  those  with  the  financial  means  to  avail  themselves  of 
this  measure. 

It  is  not  perhaps  beyond  the  ability  of  pension  designers  to 
cane  up  with  an  arrangement  v\^ich  would  answer  these  problems;  but  any 
proposals  to  include  CPP  coverage  for  home-makers  who  are  not  in  the 
work- force  should  be  assessed  carefully  on  the  basis  of  the  real  need 
of  the  persons  to  be  covered.  The  Commission  is  concerned  that  the 
prcposal  attempts  to  meet  a  problem  which  is  no  longer  of  pressing 
concern.  The  Ccsnmission  therefore  is  of  the  cpinion  that  the  Government 
of  Ontario  should  resist  any  move  to  extend  Canada  Pension  Plan  coverage 
to  unpaid  workers,  and  should  support  continuation  of  the  plan  on  its 
present  canpulsory  and  earnings-related  basis. 


114 


THE  CHILD-REARING  CROPOLTT  PROVISION 

While  CPP  coverage  for  haneinakers  as  such  nay  be  impracticable,  the 
Commission  <3oes  see  the  need  for  a  provision  that  recognizes  the  effect 
child-bearing  and  rearing  has  on  the  retiranent  incone  of  the  person  vino 
is  forced  to  witlidraw  from  the  work-force  on  that  account.  The  formula 
for  crediting  retirement  benefits  allows  for  some  discontinuity  of 
employment,  but  the  working  women  whose  career  is  interrupted  by  a 
period  of  raising  young  children  will  have  a  significant  reduction  in 
average  earnings  and  a  correspondingly  lower  retirement  pension.  Even 
if  she  is  able  to  carry  sane  part-time  or  temporary  anployment  along 
with  her  family  responsibilities,  her  contributory  earnings  record  will 
almost  inevitably  suffer  -  not  only  for  retirement  purposes  but  also 
for  eligibility  for  and  amount  of  disability  and  survivor  benefits. 
(This  discussion  applies  equally  to  men,  to  the  extent  they  assume 
child- rearing  duties) . 

CPP  benefits  are  calculated  over  a  maximum  47  years,  with  a  pro- 
vision for  "dropping  out"  or  not  counting  in  the  calculation  15  per 
cent  of  the  work  history  to  a  maximum  of  7  years.  This  means  that 
sane  allowance  is  made  for  unemployment,  sickness,  education  or  other 
dislocations  in  the  worklife. 

In  this  way,  CPP  pensions  are  designed  to  reflect  a  person's  usual 
or  "normal"  earnings  rather  than  a  narrowly-defined  average  over  the 
entire  period  during  v\hich  contributions  could  have  been  made. 

Child-rearing  is  one  of  a  number  of  possible  career  dislocations 
for  v^hich  the  15  per  cent  dropout  was  originally  designed.  However, 
wc»nen  (and  men  with  child-raising  responsibilities)  are  left  at  a  con- 
siderable disadvantage  canpared  with  other  CPP  contributors.  Fferiods  of 
child-rearing  are  likely  to  use  up  a  large  share  of  the  15  per  cent 
allowance,  often  much  more.  Meanv\hile,  the  risk  of  other  career  dislo- 
cations -  sickness  and  unanployment,  for  example  -  remains.  Accordingly, 
it  is  reasonable  to  consider  a  special  dropout  provision  applicable  to 
those  v^hose  child-rearing  duties  take  them  out  of  the  regular  labour 
force  during  part  of  the  CPP  contributory  period. 

A  dropout  provision  for  child-rearing  was  accepted  in  1977-78  by 
all  participating  provinces  except  Cntario  and  British  Columbia.  As  a 
result,  the  anendment  -  passed  by  Parliament  and  therefore  reflected  in 
the  act  (section  48,  etc.)  -  has  not  t>een  proclaimed.  A  parallel  amend- 
ment was  made  to  the  Quebec  Pension  Plan  with  effect  from  January  1, 
1977.  The  import  of  the  child- rearing  dropout  proposal  and  especially 
Ontario's  role  in  its  rejection  has  led  the  Commission  to  examine  this 
subject  in  sane  detail. 

The  child-rearing  dropout  would  be  applied  before  the  standard 
dropout  of  15  per  cent.  Application  of  this  provision  may  best  be 
explained  by  the  following   illustration: 
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At  present;  A  person  enters  the  work-force  at  age  20,  makes  CPP 
contributions  for  7  years,  then  leaves  to  have  children.  Two  are 
bom,  three  years  apart.  The  same  person  returns  to  the  work-force 
at  age  40  and  makes  CPP  contributions  for  a  further  20  years, 
leaving  permanently  at  age  60.  Earnings  are  recorded  for  pension 
purposes  for  27  of  a  possible  47  years  (age  18  to  65).  After 
applying  the  general  dropout  allowance  of  15  per  cent,  the  net 
contributory  period  becones  40  years  rather  then  47;  the  resulting 
pension,  reflecting  the  person's  27  years  of  contributions,  is 
27/40  rather  than  27/47  of  the  potential  amount.  Since  the  average 
Canadian  woman  in  the  labour  force  has  a  work  history  of  about  25 
years,  this  example  is  not  untypical  of  CPP  calculations  for  many 
who  will  divide  their  careers  between  paid  work  and  child-raising. 

As  proposed:  Potential  contributory  years  would  be  reduced  from  47 
to  37;  the  10-year  dropout  in  the  example  is  the  period  from  the 
birth  of  the  first  child  until  the  second  child  reached  age  7.  The 
15  per  cent  general  dropout  then  would  be  applied  to  the  remaining 
37  contributory  years,  leaving  a  net  contributory  period  of  31.4 
years.  The  person's  27  years  of  contributions  therefore  would 
produce  27/31.4  of  the  potential  benefit  instead  of  27/40  as  pro- 
duced by  the  present  formula.  Restated  as  a  percentage  of  the 
potential  benefit  (and  substituting  months  as  the  act  provides)  the 
entitlement  becomes  85.9  per  cent,  compared  with  67.6  per  cent 
without  the  child-rearing  dropout. (5) 

In  principle,  a  dropout  provision  for  general  dislocations  of  work 
patterns  does  not  differ  fron  one  applicable  to  a  special  type  of  dis- 
location such  as  child- rearing.  With  increasing  participation  by  women 
in  the  labour  force,  it  is  valid  to  regard  women  first  as  workers  and 
second  as  child- rearers  rather  tlian  the  other  way  around.  Child-rearing 
then  is  seen  as  an  interruption  in  the  career,  to  be  compensated  for  in 
the  same  way  as  sickness  and  unanployment. 

The  Business  and  Professional  Women's  Clubs  of  Ontario  in  their 
brief  recommended  the  extension  of  a  special  dropout  of  tp  to  7  years  in 
addition  to  the  standard  15  per  cent  for  any  person  obliged  to  be  absent 
from  the  work-force  for  any  reason,  to  cover  patterns  of  vvork  which  the 
plan  should  recognize.  They  envisioned  special  circumstances 
involving : 

"a)  Necessary  care  of  children  beyond  the  age  of  seven  years,  e.g., 
because  of  disability  or  health  problems,  or  lack  of  child  care 
facilities  for  school-age  children. 

b)      Care  of   dependents  other   than  children    (as  defined   by   the 
Federal  Inccme  Tax  Act) . 
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c)  Extended  periods  of  vocational  education  or  training. 

d)  Extended  periods  of  illness  or  disability. "(6) 


The  Consumer  Survey  carried  out  for  the  Ccmmission  indicates  that 
about  70  per  cent  of  tiie  respondents  favoured  the  child-rearing  dropout 
provision,  with  women  respondents  (72.9  per  cent)  significantly  more 
in  favour  than  men  (66.4  per  cent)  and  younger  people  aged  18  to  34 
(78.7  per  cent)  more  in  favour  than  those  35  and  over  (65.3  per  cent). 
The  dropout  provision  was  advocated  in  every  brief  submitted  to  the 
Ccmmission  which  dealt  with  the  matter,  and  there  were  no  dissenting 
voices  at  the  Commission  hearings. 

When  the  dropout  provision  was  considered  by  the  provinces  it  was 
vetoed  by  Ontario(7)  for  the  following  reasons: 

1.  It  requires  a  redistribution  of  benefits  in  the  aggregate  from 
single  persons,  childless  couples  and  those  who  would  not 
utilize  the  provision,  to  those  who  would  use  it.  The  CPP  is 
based  on  the  insurance  principle  and  should  not  be  used  for 
redistribution  of  incone. 

2.  It  would  create  inequities  because  tlie  provision  would  not  be 
equally  accessible  to  all  mothers,  some  of  whom  would  have  to 
return  to  work  because  of  econanic  necessity.  A  higher  subsidy 
would  result  to  a  high  earner  than  to  a  lower  earner.  Those 
not  in  the  labour  force  for  other  reasons,  such  as  caring  for 
an  elderly  dependent,  would  not  benefit. (8) 

One  answer  to  these  objections  lies  in  the  difference  between 
"insurance"  and  "social  insurance"  principles.  That  is,  under  regular 
insurance  principles  no  subsidy  or  redistribution  of  income  is  envis- 
aged, while  under  "social  insurance"  subsidies  are  entirely  appropriate. 
It  does  not  appear  to  the  Commission  that  the  CPP  was  designed  on 
strict  "insurance"  principles  at  the  outset.  Three  major  subsidies 
now  subsisting  in  the  CPP  design  are  discussed  in  Chapter  7.  Social 
considerations  were  clearly  present  in  the  decision  to  provide  partial 
pensions  in  the  second  year  and  full  pensions  after  10  years,  although 
the  recipients  would  have  paid  only  a  fraction  of  the  cost.  The  ar- 
rangements for  survivor  benefits  also  provide  for  a  redistribution  of 
incone  in  favour  of  married  persons.  In  these  and  other  structural 
features,  the  CPP  reflects  a  clear  intention  to  depart  fron  conventional 
insurance  principles  in  order  to  achieve  specific  social  objectives. 

Consequently,  the  crux  of  the  argument  is  not  whether  the  CPP 
should  adhere  to  insurance  principles,  but  whether  there  is  justific- 
ation for  the  subsidies  and  apparent  inequities  v*iich  would  arise  from 
the  child- rearing  dropout.  On  the  question  of  subsidies,  it  is  clear  to 
us  that  the  value  to  society  of  child-bearing  and  rearing  is  overriding 
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fran  any  point  of  view,  including  t±iat  of  single  persons  and  childless 
couples.  The  anergence  of  woman  as  worker,  entitled  to  recognition  of 
her  occupational  skills,  is  of  far  greater  significance  to  society  than 
any  loss  to  the  single  person  and  the  childless  couple  by  a  redistri- 
bution in  her  favour.  The  inequities  mentioned  are  in  the  Commission's 
opinion  of  less  significance  than  the  benefits  to  be  gained  for  society 
as  a  v\*iole.  We  doubt  very  much  that  there  are  many  women  who  can  now 
afford  to  stay  heme  to  raise  their  children.  Finally,  the  regressive 
nature  of  the  subsidy  as  between  higher  and  lower  earners  is  a  problem 
coTimon  to  every  earnings-related  feature  of  the  plan,  and  cannot  be  an 
objection  to  the  child-rearing  dropout  provision  as  such. 

The  provision  has  been  estimated  to  increase  the  CPP  costs  by  less 
than  1/3  of  1  per  cent  of  contributory  earnings  by  2025.  Ihe  Conmission 
did  not  project  the  cost  of  this  provision,  but  is  of  the  opinion  that 
its  probable  cost  is  far  outweighed  by  the  benefits  to  be  gained.  It 
should  be  noted  however,  that  the  cost  is  not  easily  ascertainable  since 
the  proposed  provision  is  retroactive;  that  is,  it  will  apply  to  all 
those  v^o  have  left  the  plan  for  child-rearing  since  its  inception, 
except  for  tliose  already  receiving  a  retirement  pension. 

Uniformity  with  the  Quebec  Pension  Plan  is  highly  desirable  and 
should  be  maintained  viiierever  possible.  Ihe  QPP  was  amended  to  include 
the  dropout  provision  viien  the  CPP  amendment  was  in  process.  An  addi- 
tional benefit  in  terms  of  uniformity  would  therefore  accrue  if  the 
proposed  dropout  provision  vfere  now  accepted  for  the  CPP. 

The  Commission  is  persuaded  that  the  child-rearing  dropout  is  an 
important  step  toward  the  recognition  of  women  as  a  vital  part  of  the 
work-force.  Iheir  particular  work  patterns,  reflecting  the  role  of 
child-rearing  in  society,  should  be  accommodated  in  the  Canada  Pension 
Plan  so  that  women  are  not  unduly  penalized  by  their  necessary  and 
socially  productive  absence  from  the  work- force.  Ihe  Ccaranission,  there- 
fore, recotimends  that  the  Government  of  Ontario  approve  the  amendment  to 
allow  the  child-rearing  dropout  provision  to  be  put  into  effect  without 
delay . 


SURVIVOR  BENEFITS 

We  have  commented  on  the  poor  economic  position  of  women  just 
approaching  65,  or  over  65  at  the  present  time.  These  are  the  people 
who  are  caught  in  a  period  of  inflation  and  changing  structures  in 
society.  Ihe  original  CPP  design  reflected  the  traditional  roles  of  the 
husband  as  breadwinner  and  the  wife  as  a  non-working  dependent.  At 
first  therefore,  the  plan  provided  a  survivor  benefit  for  the  widow  of  a 
deceased  contributor  in  the  form  of  a  pension  based  on  roughly  60  per 
cent  of  the  contributor's  entitlement.  The  same  benefit  was  provided 
for  a  widower,  but  only  if  he  was  dependent.  In  other  words,  a  widow 
was  assumed  to  be  dependent;   in  the  case  of  a  widower,  dependency  had  to 
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be  proved.  That  element  of  discrimination  was  subsequently  removed, 
leaving  in  question  the  adequacy  of  surviving  spouse  pensions  for  both 
widows  and  widowers. (9) 

The  60  per  cent  level  of  survivor  pensions  reflects  the  judgment 
that  a  single  or  widowed  person  living  alone  needs  more  than  half  the 
amount  required  for  a  married  couple  living  together.  This  view  is 
adqpted  by  the  Commission  in  its  assessment  of  adequacy  levels. (10) 
Many  labour  groups  advocated  in  briefs  to  the  Commission  that  the  per- 
centage be  increased  to  75  per  cent,  tut  in  support  of  that  percentage 
offered  only  tlie  general  argument  that  since  more  than  50  per  cent  of 
women  over  65  were  below  a  poverty  line,  CPP  survivor  pensions  were 
inadequate. 

In  the  Commission's  view  it  is  necessary  to  look  at  the  composition 
of  the  group  over  65  to  determine  the  validity  of  that  argument.  An 
analysis  of  sources  of  income  for  persons  aged  65  and  over  in  Canada  for 
the  year  1976,  taken  from  income  tax  returns,  shows  that  men  relied  on 
Canada  Pension  benefits  for  only  6.8  per  cent  of  their  income  for  tax 
purposes  and  wDmen  for  only  4.5  per  cent.  (11)  To  give  scsme  idea  of  the 
magnitude  of  these  incomes,  the  statistics  show  that  nearly  28  per  cent 
of  women's  incomes  was  derived  from  tlie  basic  Old  Age  Security  Pension. 
For  men,  the  basic  QAS  pension  represented  about  18  per  cent  of  income 
for  tax  purposes.  These  percentages,  vv^iich  are  relevant  to  a  discussion 
of  income  adequacy  (and  poverty  lines)  in  1976,  could  hardly  have  been 
affected  significantly  if  CPP  survivor  pensions  had  been  based  on  a  75 
per  cent  rather  tlian  a  60  per  cent  formula.  It  must  be  remembered  that 
all  poverty-line  analyses  tliat  have  been  used  to  support  proposals  for 
higher  CPP  survivor  pensions  relate  to  an  over-65  population  in  which 
CPP  pensioners  accounted  for  only  a  small,  though  increasing  minority. 
By  1976  only  a  very  few  were  in  receipt  of  retirement  pensions  at  the 
full  rate.  If  we  viere  to  look  at  the  position  of  those  few  individuals 
and  how  their  survivors  might  fare,  it  would  be  difficult  enough  to 
argue  that  poverty  would  be  overcome  by  providing  an  extra  15  per  cent 
of  their  very  modest  pensions.  However,  the  plight  of  the  elderly 
peculation  as  a  v^ole  -  especially  women  -  could  have  had  very  little  to 
do  with  the  CPP  survivor  pension  formula. 

Furthermore,  the  CPP  should  not  be  treated  in  isolation  as  a  source 
of  income.  It  is  important  to  see  Canada's  retirement  income  sources 
working  together  to  provide  income  for  survivors.  Old  Age  Security  with 
the  CIS  and  GAINS,  as  well  as  the  CPP,  combine  to  provide  a  standard  of 
adequacy  v^ich  in  the  Ccmmission's  opinion  requires  only  a  slight  inward 
adjustment.  (12)  This  adjustment  can  best  be  made  through  a  program 
based  on  actual  need.  The  Cc«nmission  also  favours  tlie  retention  of  the 
60  per  cent  ratio  for  the  survivor  benefit  to  fit  in  with  its  assessment 
of  the  correct  relationship  between  the  amount  required  for  a  single 
person  and  that  for  a  married  couple.  (Note  that  a  slightly  higher 
ratio  [two-thirds]  is  required  in  government  programs  for  adequacy  at 
minimum  income  levels .     See  Volume  I ,   Chapter  6 ) . 
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For  the  future,  it  is  perhaps  significant  that  projected  expendi- 
tures on  the  unindexed  portion  of  survivor  benefits  rise  very  slowly 
betwen  1982  and  1990,  with  the  percentage  actually  falling  for  the  year 
1984  and  then  resuming  a  slow  increase.  (13)  Survivor  benefits  include 
those  payable  both  to  survivors  of  retired  contributors  and  of  those 
dying  before  retirement.  Some  of  the  increase  in  the  benefits  will 
result  fran  higher  benefits  paid  to  retired  contributors  as  the  plan 
matures  and  full  benefits  became  payable.  It  is  therefore  arguable  that 
survivor  benefits  will  actually  becane  less  significant  as  more  women 
join  the  work-force  and  accumulate  retirement  benefits  in  their  own 
right. 

The  Commission  therefore  recommends  that  the  survivor  benefit 
payable  to  the  survivor  of  a  deceased  retired  contributor  continue 
to  be  approximately  60  per  cent  of  the  pension  benefit  of  the  retired 
contributor,  and  that  the  Government  of  Ontario  resist  any  extension  of 
the  existing  survivor  benefits  relating  to  deceased  contributors. 


DIVISION  OF  h:nsion  credits  during  marriage 

As  Vie  have  seen,  the  design  of  survivor  benefits  in  the  Canada 
Pension  Plan  implies  dependency  in  the  marriage  relationship.  As  more 
wanen  enter  the  wark-force  and  earn  pension  entitlements  in  their  own 
right,  the  overall  importance  of  survivor  entitlements  will  be  reduced. 
An  amendment  to  the  plan,  effective  in  1978,  provided  for  the  splitting 
of  CPP  pension  credits  on  termination  of  marriage.  The  more  radical 
proposal  of  a  division  of  credits  during  marriage  was  discarded.  If  we 
examine  the  two  proposals  we  can  see  how  the  differences  in  underlying 
philosophy  affect  the  result. 

With  credit  splitting  on  dissolution  of  marriage,  the  basis  is  the 
same  as  for  other  types  of  support.  Or\  divorce,  the  spouse  (usually  the 
wife)  is  losing  a  source  of  retiranent  incane.  Therefore  it  is  reason- 
able to  treat  the  potential  entitlement  as  a  present  asset  to  be  taken 
into  account  in  settling  future  support  arrangements.  The  mechanism  is 
available  upon  application  within  three  years  of  dissolution.  It  may  be 
expected  that  the  exercising  of  this  right  to  apply  will  increasingly  be 
the  subject  of  negotiation  between  the  parties  at  dissolution. 

Credit  splitting  during  marriage  however  would  not  be  based  on  a 
support  obligation,  but  rather  on  tlie  concept  of  marriage  as  an  econatiic 
partnership  in  v>hich  both  spouses  vork  -  in  the  work-force  or  at  home  - 
to  create  a  joint  asset.  In  general  the  terms  the  proposal  would  work 
as  follows:  v^ere  only  one  spouse  works  in  paid  employment  the  CPP 
credit  vvould  automatically  be  split,  with  half  transferred  to  the  credit 
record  of  the  hone-maker  spouse.  Where  both  spouses  work,  one-half  of 
their  respective  credits  WDuld  be  transferred  to  the  credit  record  of 
the  other.  At  age  65,  each  wDuld  receive  a  retiranent  pension  based  on 
half  the  conabined  pension  credits.     Ifriless  both  spouses   contributed   on 


120 


the  maximum  YMPE  continuously,  the  higher-paid  and  more  regularly  em- 
ployed of  the  two  would  be  relinquishing  a  benefit  to  the  other  spouse. 
Ihis  appears  to  have  an  element  of  fairness  between  the  spouses,  in  that 
joint  sacrifice  is  made  for  tlie  creation  of  each  of  the  two  pensions. 
By  comparison  to  the  present  situation,  however,  it  means  that  since 
wcmen  are  generally  employed  at  lower  salaries,  there  would  be  a  redis- 
tribution of  pension  entitlement  away  from  the  male  spouse  toward  the 
female.  Taken  together,  it  may  also  mean  that  the  family  unit  will  be 
worse  off  than  if  the  couple  had  accrued  separate  pensions.  Where  one 
spouse  is  65  and  tlie  other  under  65,  a  CPP  pension  based  on  one-half  the 
joint  credits  may  be  too  small  to  allow  retironent  of  the  first  spouse 
until  the  second  also  reaches  65. 

These  problens  of  equity  and  feasibility,  together  with  questions 
about  the  nature  of  changes  in  attitudes  and  practice  that  are  likely  to 
flow  from  Ontario's  Family  Law  Reform  Act,  suggest  to  this  Commission 
that  no  immediate  steps  should  be  taken  to  extend  the  splitting  of  CPP 
credits  to  apply  to  all  married  contributors.  At  the  same  time  we 
reiterate  our  approval  of  a  less  traditional  attitude  toward  dependency 
in  the  married  relationship.  In  the  continuing  studies  of  the  CPP  and 
its  effectiveness  in  achieving  social  objectives,  we  trust  it  will  be 
possible  to  give  more  tangible  expression  to  the  principle  of  economic 
equality  for  individuals  within  the  family  unit. 

The  Cofirentes  report(14)  made  recommendations  for  QPP  survivors' 
benefits  v^ich  embrace  this  principle  more  v^ole-heartedly  than  perhaps 
is  warranted  at  this  time.  The  recommendations (15)  contemplate  a  sur- 
vivor's benefit  of  an  increased  amount  but  of  limited  duration,  and 
payable  only  between  the  survivor's  age  35  and  65.(16)  The  duration  of 
payments  would  depend  on  tlie  presence  of  dependent  children.  ( 17 )  Where 
there  are  no  dependent  children  the  survivor's  pension  would  cease  after 
one  year.  Otherwise,  payments  would  continue  during  the  dependency  of 
the  children  or,  where  the  children  are  very  young,  for  three  years 
after  the  youngest  child   is  seven. 

The  reasoning  seems  to  be  that  the  survivor's  benefit  is  to  assist 
during  a  period  of  adjustment  rather  tlian  to  provide  permanent  income 
replacement.  Similarly,  the  reconmended  increase  of  the  death  benefit 
from  the  present  10  per  cent  to  15  per  cent  of  the  YMPE  would  fit  in 
with  that  concept. 

Particularly  important  is  the  Cofirentes  recommendation  that  no 
survivor's  annuity  be  paid  after  age  65.  At  that  time  presumably  the 
survivor  is  expected  to  rely  on  OAS,  CIS,  and  any  QPP  pension  earned  as 
a  contributor.  This  Commission  cannot  support  these  reconmendations  in 
light  of  present-day  realities,  particularly  the  position  of  the  unpaid 
home-maker  or  the  low-paid  worker  with  broken  service  patterns  under 
the  CPP/QPP.  Rather  tlian  reducing  utilization  of  CIS  for  this  group, 
adoption  of  these  proposals  would  increase  it.  Benefits  limited  to  a 
period  of  adaptation   to  a  new   lifestyle   might   be   sufficient   for   the 
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younger  survivor,  but  not  for  someone  age  70,  for  example,  who  can 
hardly  be  expected  to  adapt  readily  to  the  loss  of  both  spouse  and 
spouse's  retirement  income.  Such  changes  as  those  recommended  for 
those  65  and  over  wDuld  require  phasing-in  over  a  number  of  years.  In 
any  event,  it  is  clear  to  us  that  the  benefit  structure  of  a  social 
insurance  program  must  recognize  the  realities  of  today's  individual 
and  family  relationships.  While  it  is  desirable  to  anticipate  and 
accanmodate  significant  long-run  develcpments  such  as  those  that  are  now 
changing  the  economic  position  of  women  in  the  family  and  the  work- 
force, it  is  not  the  proper  function  of  the  Canada  Pension  Plan  to  force 
the  pace  of  this  evolutionary  process  and  to  create  hardship  for  those 
who  do  not  fit  the  emerging  pattern. 


LEVEL  OF   BENEFITS 

At  present  the  Canada  Pension  Plan  provides  a  retirement  benefit 
of  25  per  cent  of  average  adjusted  pensionable  earnings.  Pensionable 
earnings  relate  to  the  Year's  Maximum  Pensionable  Earnings  (YMPE)  - 
currently  rising  at  12-1/2  per  cent  each  year  until  it  reaches  the  same 
level  as  the  Average  Industrial  Wage  (AIW)  after  which  the  two  will  rise 
in  tandem.  Thus  the  goal  of  the  CPP  is  often  expressed  as  a  pension 
equal  to  25  per  cent  of  earnings  for  a  person  at  the  Average  Industrial 
Wage  level.  Ttogether  with  OAS  equivalent  to  about  15  per  cent  of  the 
AIW,  government  program  benefits  are  designed  to  provide  about  40  per 
cent  of  tlie  AIW  in  gross  terms. 

The  Ccmmission's  net  replacement  ratio  analysis (18)  shows  that  for 
a  person  retiring  at  the  Average  Industrial  Wage  level  at  the  end  of 
1978,  the  conbination  of  all  government  benefits  for  a  person  in  Ontario 
including  CPP  and  income  tax  effects  resulted  in  "available  income" 
having  a  net  replacement  ratio  for  a  single  person  of  50  per  cent  and 
for  a  married  couple,  both  over  age  65,  75  per  cent.  For  tliose  earning 
less  than  the  AIW  the  net  replacement  ratios  were  much  higher,  and  in 
fact  exceeded  100  per  cent  for  both  single  and  married  couples  both 
over  65  earning  the  minimum  wage.  Any  private  pension  benefits  would 
be  in  addition  to  these  benefits  except  to  the  extent  that  they  were 
integrated  with  the  CPP  or  served  to  reduce  CIS  and  GAINS  benefits. 

There  have,  however,  been  proposals  in  recent  years  for  increasing 
the  benefit  structure  under  the  CPP/QPP.  IVo  such  proposals  are  repre- 
sentative of  different  approaches. 

1.     The  Canadian  Labour  Congress,    in  its  1978  policy  statement, (19)  made 
the  following  recommendation: 

"...that  the  Old  Age  Security  and  Guaranteed  Income  Supplement 
should  canbine  to  provide  all  Canadians  over  65  with  an  income 
which  is  above  tlie  poverty  line.  In  addition,  the  basic  benefit 
under  the  Canada  Pension  Plan  should  be  increased  to  50  per  cent  of 
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earnings  up  to  the  average  industrial  wage.  The  Canada  Pension 
Plan  and  Old  Age  Security  should  combine  to  provide  workers  with 
75  per  cent  of  their  pre-retirement  earnings  if  they  earned  the 
average  industrial  v^ge.  The  percentage  should  be  higher  if  their 
pre-retirement  earnings  were  below  the  average  industrial  wage,  and 
the  percentage  should  be  lower  if  pre-retirement  earnings  were 
above  the  average  industrial  wage.  We  also  recommend  that  the 
CPP  be  amended  so  that  actuarially  reduced  benefits  would  become 
available  at  age  60  and  so  that  surviving  spouses  over  65  could 
claim  75  per  cent  of  the  retirement  benefit  to  which  a  deceased 
contributor  was  entitled  rather  than  60  per  cent  as  is  now  the 
case.  Finally,  new  benefits  under  these  programs  should  grow  with 
the  average  industrial  wage,  and  once  benefits  have  begun  to  be 
paid  to  a  retiree,  they  should  be  indexed  to  the  Consumer  Price 
Index. 

"The  benefits  we  are  proposing  are  a  substantial  improvement 
over  the  current  situation  in  Canada  and  they  will  guarantee 
all  Canadians  an  adequate  retirement  income.  But,  they  are  not 
excessive  in  relation  to  the  objective  to  be  achieved,  or  by 
comparison  with  the  standards  already  established  in  Europe. 
Furtliermore,  while  these  proposals  may  eliminate  the  future  need 
for  some  employer  based  plans,  they  in  no  way  undermine  benefit 
credits  already  earned  and  they  still  leave  room  for  anployer  based 
plans  to  take  care  of  early  retirement  and  the  supplementary  incane 
needs  of  workers  whose  pre-retirement  earnings  are  above  the 
average   industrial  wage." 

The  CLC  bases  its  argument  on  the  shortcanings  of  private  pensions 
in  providing  "adequate  retirement  incomes  to  all  Canadians"  and  cites 
as  specific  shortcomings  the  lack  of  universal  coverage,  less-than- 
iiTiroediate  vesting,  inadequate  benefit  levels,  and  lack  of  indexing.  All 
of  these  shortcomings  are  eliminated  in  the  design  of  the  Canada  Pension 
Plan. 

The  CLC  cites  three  objectives  it  feels  should  be  adopted  by 
"public  retirement  inccme  schemes": 

-  no  retiree  will  have  to  live   in  poverty; 

75  per   cent  of  pre-retirement   earnings   should   be  paid   to  a 
retiree  fran  public  sources  of  retirement  inccme; 

-  the  real  value  of  public  retirement  incane  must  be  guaranteed  by 
automatic   indexing  to  the  Consumer  Price  Index. 

The  CLC  acknowledges  that  there  is  real  value  to  retirees  from 
Ontario's  tax  credits  and  GAINS  benefits,  but  prefers  a  national  system 
to  a  provincial  one  to  allow  for  the  high  mobility  of  the  labour   force. 
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It  also  views  programs  such  as  Ontario's  as  a  reflection  of  the  general 
inadequacy  of  retirement  income. 

Emphasis  is  also  placed  on  the  need  to  consider  OAS,  GIS,  and  CPP 
as  a  system  of  public  retirement  inccme.  It  sees  reliance  on  the  GIS 
for  non-workers,  but  prefers  the  use  of  the  OAS  and  CPP  to  meet  the 
goals  for  retired  wDrkers,   since  these  provide  incone  "as  of  right." 

The  CLC  proposal  was  supported  by  a  number  of  union  groups  in  their 
submissions  to  the  Ccsiimission.  Ihe  original  CLC  proposal  called  for  an 
increase  in  CPP  benefits  to  75  per  cent  of  average  adjusted  pensionable 
earnings.  This  has  since  been  reduced  to  50  per  cent,  which  coincides 
with  a  proposal  made  in  a  study  conducted  by  Martin  O'Connell  M.P.  in 
1975. 

2.  The  Cofirentes  Report  (1978)  recommended  changes  to  the  Quebec  Pen- 
sion Plan  \ft*iich  are  of  importance  to  the  structure  of  the  CPP  in  light 
of  the  need  for  parallelism  between  the  plans.     The  report  reconmended: 

-  that  retirement  benefits  be  increased  to  50  per  cent  on  pension- 
able earnings  based  on  the  lower  half  of  the  YMPE  and  remain  at 
25  per  cent  on  the  upper  half  of  the  YMPE,  resulting  in  a  rate 
of  37-1/2  per   cent   for  persons   earning   at   the   level  of    the 

YMPE; 

-  that  the  increase  recommended  take  effect  without  a  transition 
period  and  apply  to  all  retirement  benefits  now  in  payment  as 
well  as  in  the  future. 

The  Quebec  ocxnmittee,  like  the  CLC,  recognized  the  interplay  of 
the  QPP  with  the  GIS  and  the  OAS.  The  objectives  to  be  met  by  the 
Cofirentes  proposals  were: 

-  to  eliminate  fron  the  GIS  all  but  non-workers  and  workers  with 
inadequate  work  histories; 

-  to  eliminate  the  need  for  workers  earning  below  the  average 
industrial  wage  to  belong  to  private  pension  plans; 

-  to  ensure  that  the  worker  at  the  minimum  wage  level  would  re- 
ceive 90  per  cent  of  pre-retirement  after-tax  income  from  the 
ccmbined  OAS  and  QPP. 

Cofirentes  also  reconmended  that  the  OAS  continue  unchanged;  that 
the  indexing  of  QPP  benefits  to  the  Consumer  Price  Index  continue;  and 
that  the  YMPE  ceiling  for  snployers'  contributions  be  removed  so  that 
employers  vould  contribute  on  the  total  earnings  of  the  employee. 
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Should  t±ie  Level  of  Benefits  be  Increased? 

Part  of  the  answer  to  this  question  depends  on  one's  view  of 
the  role  of  government  in  retiranent  income  provision.  We  have  noted 
elsewhere  two  general  objectives: 

1.  to  ensure  that  no  one  lives  below  a  minimum  standard  acceptable 
in  our  society; 

2.  to  replace  a  measure  of  pre-retirement  earnings,   and  thereby 
assist  individuals  to  maintain  their  living  standards. 

At  present  the  obligation  of  fulfilling  tlie  first  principle  rests 
directly  with  tlie  government  and  is  dealt  with  in  Ontario  by  the  OAS 
with  tlie  GIS  and  Spouse's  Allowance,  incone  tax  exemptions,  Ontario  Tax 
Credits,  GAINS,  and  free  prescription  drugs,  as  well  as  other  types  of 
subsidy.  The  Commission  has  found  some  inadequacy  in  the  combined 
provisions  and  has  recanmended  ijuprovement.  For  a  full  discussion  see 
Volume  I  of  the  report.   Chapter  6. 

Analysis  shows  that  "available  income"  from  government  programs 
including  the  CPP,  for  the  retired  person  age  65  in  Ontario  who  has 
worked  at  tlie  minimum  wage  throughout  his  working  career,  will  provide 
net  replacement  ratios  as  follows: (20) 

Single  person  87.9  per  cent 

Married  with  spouse  under  60  102.7  per  cent 

Married,   spouse  60-64  137.9  per  cent 

Married,   spouse  65  and  over  145.3  per  cent 

The  Conmission  is  satisfied  that  net  replacement  figures  are  much 
nore  meaningful  than  gross  replacanent  ratios.  We  therefore  question 
the  usefulness  of  the  analysis  in  the  brief  of  the  CLC  based  on  gross 
figures.  The  brief  acknowledges  that  aiming  for  replacement  ratios 
defined  on  a  pre-tax  basis  will  raise  the  replacement  ratios  defined  on 
an  after-tax  basis,  but  makes  no  attempt  to  assess  the  difference  or  to 
take  into  account  other  income  items. 

The  CLC  proposal  also  advocates  increasing  the  OAS  as  well  as  the 
CPP.  Ihe  conbined  increases  would  greatly  increase  the  net  replacement 
ratios  for  all  categories  of  retirees  and,  in  the  opinion  of  the  Commis- 
sion, WDuld  result  in  "over-insurance"  with  consequent  disincentives  to 
save  and  an  unnecessary  drain  on  the  taxpayers.  All  of  the  programs 
providing  income  except  GAINS,  vAiich  operates  on  a  guaranteed  minimum 
basis,  are  indexed  to  the  Consumer  Price  Index  so  that  the  retiree  is 
fully  protected  from  inflation.  While  it  is  true  that  the  OAS  will  fall 
behind  in  terms  of  the  percentage  it  bears  to  the  average  industrial 
wage,  the  Conmission  is  against  increasing  a  universal  payment  in  a 
scheme  based  fundamentally  on  meeting  a  need.  It  therefore  favours  an 
increase   in   the  GIS   and  does   not   support   the  principle   that   earned 
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rights  or  absolute  entitlement,   apart  froii  need,   are  a  more  valid   cri- 
terion for  a  government  program. 

The  Gofirentes  report  also  neglects  to  consider  the  effect  on  net 
replacement  ratios  of  the  increases  to  the  QPP  it  proposes  for  workers 
at  the  lower  half  of  the  YMPE.  It  is  true  that  the  combined  operation 
of  the  programs  will  prevent  a  50  per  cent  increase  in  the  overall 
effect  of  QPP  payments  because  there  will  be  a  tax-back  effect  on  GIS 
payments;  but  the  already  high  net  replacement  ratios  would  be  much 
increased  if  the  same  approach  were  applied  to  CPP  benefits  for  recipi- 
ents in  Ontario. 

The  Gofirentes  report  recommends  no  change  in  the  OAS,  and  in 
effect  proposes  a  decreased  dependence  on  the  GIS  and  an  increased 
dependence  on  the  QPP  earnings-related  benefits.  The  Commission  is  in 
accord  with  this  approach,  but  wDuld  reccmmend  that  any  such  adjustment 
between  the  two  programs  should  first  be  assessed  for  the  effect  on  net 
replacement  ratios.  It  should  be  noted  that  some  GIS  payment  is  now 
payable  to  every  category  of  retired  person  with  pre-retironent  earnings 
up  to  the  average  industrial  wage. (21)  For  example,  the  worker  aged  65, 
retiring  January  1,  1979,  \^o  had  worked  at  the  average  industrial  wage, 
would  receive  monthly  GIS  benefits  depending  on  his  or  her  marital 
status  as  follows: 

Single  person  $  28.28 

Married  with  spouse  under  60  125.88 

Married  with  spouse  60-64  114.15 

Married,   spouse  65  and  over  120.30 

The  Gofirentes  approach  therefore  would   not  eliminate   the  GIS   for  all 
those  receiving  only  government  benefits  including  the  QPP. 

The  Ccxnmission  has  reconmended  some  increases  in  the  GAINS  level  so 
that  combined  government  programs  in  Ontario  would  ensure  that  no  one 
lives  belcw  a  minimum  standard  acceptable  in  our  society. 

The  second  goal  of  continuing  in  retirement  one's  pre-retirement 
standard  of  living  should  then  be  examined  to  determine  if  it  is  being 
fulfilled,   and   if  not,   by  vilncm  action  should  be  taken. 

The  CLC  postulates  that  this  goal  would  be  fulfilled  if  retired 
workers  \&iO  earned  at  the  average  industrial  wage  received  75  per  cent 
of  their  pre-retirement  earnings.  A  70  per  cent  portion  is  often 
suggested  as  ideal  by  those  in  the  private  pension  industry.  Higher 
percentages  would  be  reasonable  for  those  earning  below  tlie  AIW. 

Looking  again  at  the  Commission's  net  replacement  ratio  analysis  we 
find  net  replacement  ratios  of  "available  incone"  for  workers  retiring 
in  Ontario,  January  1,   1979: 
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(Per  cent) 

63 

50 

76.9 

61.2 

91.4 

72.6 

94.9 

75.4 

Worked  at  the  YMPE   Worked  at  the  AIW 

Single  person 
Married,  spouse  under  60 
Married,  spouse  60-64 
Married,  spouse  65  or  over 

Again,  while  repeating  that  net  replacanent  is  more  meaningful  than 
gross  replacement,  tlie  Carunission  is  of  the  opinion  that  for  tlie  married 
couple (22)  the  goal  of  the  CLC  is  already  satisfied,  and  that  it  is  only 
the  single  person  vho  fails  to  reach  that  goal.  The  annual  "available 
income"  of  the  single  person  working  at  tJie  AIW  and  retiring  January  1, 
1979  would  be  $5,393.  In  addition  to  this  after-tax  income,  a  person 
will  usually  have  some  accumulated  savings  whose  capital  value  will  not 
serve  to  reduce  any  entitlement  to  income  supplements.  Income  from 
those  savings  or  other  sources  will  add  to  "available  income,"  since 
there  is  only  a  partial  tax-back  for  income-tested  government  benefits. 

Therefore  the  Canmission  concludes  that  the  existing  government 
programs  in  Ontario  have  virtually  fulfilled  the  second  goal  without  any 
reference  to  employment  pension  plans.  Because  the  Commission  believes 
that  the  individual  is  responsible  for  choices  in  retirement  beyond  a 
minimum  standard  of  adequacy  and  that  society  should  not  be  compelled  to 
make  provision  beyond  that  level,  the  Commission  does  not  favour  in- 
creasing benefits  in  the  CPP  from  their  present  levels.  That  is  not  to 
say  that  government  has  no  further  role  in  retirement  income  provision 
hxjt  rather  that  a  social  insurance  scheme,  based  on  a  group  pooling 
principle  -  with  the  inherent  cross-subsidies  and  funding  difficulties 
we  have  seen  now  existing  in  the  CPP  -  should  not  be  extended  beyond  the 
provision  of  a  minimum  standard  of  adequacy  and  the  range  of  replacement 
incane  now  provided. 

The  Commission  therefore  recommends  that  the  Government  of  Ontario 
resist  any  move  to  increase  the  existing  levels  of  retirement  benefits 
and  survivor  benefits  in  the  Canada  Pension  Plan. 

Integration  of  Eliployment  Pensions  with  the  CPP 

Methods  by  vstiich  an  anployment  pension  plan  may  be  co-ordinated 
with  CPP  benefits  are  discussed  in  Volume  II,  Chapter  11.  In  the  view 
of  the  Commission,  any  such  integration  should  continue  to  be  a  matter 
for  voluntary  action  by  plan  sponsors  and  their  employees,  subject 
only  to  a  degree  of  regulation  by  the  supervisory  authorities.  Any 
acconmodation  for  employment  pension  plans  within  the  structure  of 
the  canpulsory  government  social  insurance  program  (as  in  the  United 
Kingdon)  would  accomplish  little  if  anything  by  way  of  improved  benefits 
to  eiTployees,  and  in  fact  has  few  advocates  in  this  country.  Accord- 
ingly, we  do  not  recommend  any  change  that  would  permit  opting  out 
of  the  Canada  Pension  Plan  where  an  employment  pension  plan  offers 
equivalent  or  better  benefits. 
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RETIREMENT  AGE 

Canada's  government  programs  for  retirement  incone  all  commence  at 
age  65  with  the  exception  of  the  Spouse's  Allowance,  which  commences 
at  age  60.  In  the  latter  case  however,  one  spouse  must  be  aged  65. 
Ontario's  GAINS  program,  tax  credits  and  health  assistance  are  also 
geared  to  age  65.  Under  the  Income  Tax  Act  tlie  age  exemption  is  granted 
from  age  65. 

History  reveals  how  the  pivotal  age  for  the  elderly  was  once  75, 
later  70,  and  how  it  gradually  fell  to  age  65.  By  the  early  1970s  there 
was  a  trend  to  earlier  retirement  ages  in  employment  pension  plans, 
especially  through  collective  bargaining.  In  many  industries  today 
the  average  age  of  actual  retirement  appears  to  be  closer  to  62  than  65; 
it  may  be  even  lower  in  the  case  of  plans  have  a  "thirty  and  out" 
retirement  provision.  More  recently,  we  have  seen  evidence  of  public 
support  for  "flexible"  retirement  policies  -  mainly  directed  against 
canpulsory  retirement  and  toward  greater  freedom  of  individuals  to 
continue  working,  according  to  their  capacities,  beyond  some  assumed 
"normal"  retirement  age.  These  two  trends,  toward  earlier  and  later 
retirement,  are  not  contradictory  if,  as  seem  obvious,  they  are  reflec- 
tions of  the  same  general  desire  of  vorkers  to  have  a  greater  choice  of 
retirement  age.  Tti  viiat  extent  people  will  actually  take  advantage  of 
flexible  retirement  provisions  depends,  in  part  at  least,  on  economic 
conditions  from  time  to  time,  and  the  individual's  expectations  of 
retirement  incane.  A  continuation  of  inflation  in  particular  might  be 
expected  to  lead  to  a  slowing  of  the  early  retirement  trend  and  an 
increase  in  the  number  of  postponed  retirements. (23) 

Fran  our  consumer  survey  we  find  that  60  per  cent  of  the  respond- 
ents favoured  a  CPP  pension  payable  on  retirement  but  in  a  reduced 
amount  for  tliose  under  age  65.  About  70  per  cent  thought  the  current 
practice  of  paying  CPP  benefits  to  those  over  age  65  who  were  still 
working  should  continue. (24) 

The  Commission  therefore  considered  the  possibility  of  an  option 
for  earlier  payment  of  CPP  benefits  on  an  actuarially  reduced  basis  at 
any  age  between  60  and  65. 

There  are  a  number  of  issues  to  be  addressed  in  deciding  whether 
there  should  be  some  reduction  in  the  age  at  which  CPP  benefits  are 
payable . 

a)  Social  Insurance  or  Not? 

The  CPP  is  part  of  Canada's  social  security  design,  combining  with 
the  OAS  and  the  GIS  to  provide  a  minimum  incane  floor.  The  unions  and 
others,  on  the  other  hand,  see  the  CPP  as  a  strictly  earnings-related, 
contributory  scheme  where  benefits  are  bought  by  contributions  and 
are  therefore  payable  as  of  right.     The  CPP   is   established   on   a  group 
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principle  and  embraces  several  cross-subsidies  with  an  intergenerational 
subsidy  supported  on  a  "social  conpact"  basis  between  present  workers 
and  those  of  the  future. 

If  the  CPP  is  social  insurance,  designed  to  meet  "need"  then  it 
should  be  treated  as  an  integral  part  of  other  social  insurance  programs 
and  benefits  should  be  available  at  the  same  age  as  the  other  programs, 
with  social  assistance  answering  needs  of  those  below  the  established 
age  (now  65) . 

If  the  CPP  is  an  earnings-related  scheme  under  which  benefits  are 
payable  as  a  right  by  virtue  of  contributions,  then  we  move  closer  to 
the  private  employment  pension  design  and  are  caught  up  in  the  arguments 
for  "flexible  retirement." 

b)  Retirement  from  Gainful  Enployment 

U.S.  social  security,  normally  payable  at  age  65,  is  now  available 
at  age  62  with  a  permanent  reduction,  but  is  subject  to  an  earnings 
test(25)  on  the  basis  that  what  is  provided  is  replacement  of  income 
lost  through  withdrawal  from  employment.  The  earnings  test  applies 
until  age  72.(26)  In  emphasizing  inccnie  replacement  tlie  U.S.  system  is 
closer  to  a  true  social  insurance  scheme  than  is  the  CPP. 

Originally,  both  the  CPP  and  the  QPP  imposed  an  earnings  test  for 
qualification  for  benefits  at  age  65  to  age  70.  The  test  permitted 
annual  earnings  up  to  $900  before  applying  the  reduction  formula.  Ad- 
ministrative difficulties  and  social  pressures  led  to  removal  of  the 
earnings  test  for  the  CPP  in  1975  and  the  QPP  followed  in  1977. 

Enployment  pension  plans  ccmmonly  do  not  provide  benefits  until  an 
employee  actually  leaves  the  employer's  service;  in  most  cases  pension 
payments  are  suspended  if  the  person  is  rehired.  Otherwise,  retirement 
and  earnings  tests  are  rare,  especially  for  those  taking  their  pensions 
at  or  near  normal  retirement  age.  However,  employment  or  earnings 
tests  have  appeared  in  a  few  large  industrial  plans  in  conjunction 
with  certain  highly  subsidized  early  retirement  provisions  (unreduced 
accrued  pensions  plus  substantial  bridging  supplements).  Comparable 
early  retirement  provisions  are  found  in  the  federal  Public  Service 
Superannuation  Plan,  but  without  an  earnings  test.  Such  arrangements 
are  vulnerable  to  criticism  on  the  ground  that  income  provided  for 
retirement  is  often  used  instead  simply  to  enhance  the  living  standard 
of  sane  v^o  are  still  regularly  and  fully  enployed.  Ethical  consider- 
ations, however,  take  second  place  to  the  formidable  administrative 
problems  that  are  associated  with  any  test  of  retirement  or  earnings. 
Where  such  tests  have  been  instituted,  their  efficacy  is  difficult  or 
inpossible  to  assess  in  a  reliable  way. 

The  controversy  continues  over  the  purpose  of  income  from  pension 
plans.  If  it  is  replacement  of  income  lost  by  retiring  from  employment. 
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an  earnings  test  is  required.  If  it  is  earned  as  a  right,  the  pension 
should  be  available  any  time  at  the  option  of  the  earner,  subject  to 
actuarial  reduction.  If  it  is  part  of  a  general  social  design,  it 
should  be  available  at  an  age  suitable  to  society,  without  reduction. 

c)  Bridging  the  Gap 

Many  anployraent  pensions  are  integrated  with  CPP  benefits;  some  are 
also  integrated  with  QAS.  Where  early  retirement  is  available,  many 
plans  provide  a  "bridging  supplement"  so  that  amounts  equivalent  to  the 
haenefits  fran  the  government  programs  are  paid  by  the  pension  plan  until 
the  retiree  reaches  age  65.  This  "gap"  would  be  of  concern  if  early 
retirement  were  elected  by  a  worker  at  age  62  and  the  CPP  pension  were 
available  on  a  reduced  basis.  The  "gap"  could  be  financed  from  minimal 
personal  savings;  then  at  age  65  the  retiree  could  expect  GIS  to  replace 
the  amount  formerly  covered  by  personal  savings.  It  might  be  possible 
to  inpute  the  unreduced  value  of  the  CPP  to  the  retiree  in  calculating 
the  GIS  entitlement,  but  the  result  could  be  to  put  the  retiree  below 
the  minimum  floor  of  adequacy  v^ich  the  social  insurance  package  as  a 
whole  was  designed  to  deliver.  Whether  this  choice  is  seen  as  different 
frcjn  electing  early  retirement  with  a  reduced  pension  under  an  employ- 
ment pension  plan  depends  on  viietlier  one  considers  the  CPP  an  integral 
part  of  a  social  insurance  system. 

d)  The  Right  to  Choose  Retirement  Age 

If  retirement  is  in  fact  an  individual  responsibility,  it  follows 
that  the  choice  of  time  for  retirement  also  belongs  to  the  individual. 
Current  social  pressures  along  these  lines  are  now  concentrated  on 
the  upper  age  restrictions,  but  flexibility  is  sought  at  both  ends  of 
the  scale.  Ihe  desirability  of  early  retirement  is  underlined  by  the 
inability  of  those  just  under  65  to  obtain  anployment.  An  argument  made 
to  the  Commission  by  miners  with  shortened  life  expectancies  is  also 
conpelling.  The  Trust  Companies  Association  of  Canada  (Brief  361) 
postulates  a  difference  in  the  right  to  choose: 

"Retirement  under  government  social  programs  should  reflect  soci- 
ety's definition  of  retirement,  as  distinct  from  retirement  based 
on  employment  factors  and  an  individual's  own  circumstances." 

The  question  again  turns  on  v^ether  tlie  CPP  is  part  of  the  govern- 
ment social  program.  If  it  is,  then  a  definite  age  should  be  maintained; 
the  unemployed  and  those  unable  to  work  are  more  properly  covered  by 
disability  insurance  and  social  assistance. 

e)  The  Right  to  Accrue  Increased  Benefits 

If  CPP  benefits  were  available  at  age  62  on  an  actuarially  re- 
duced basis,  should  the  postponement  of  payment  to,  say,  age  68  mean  an 
increased  benefit  payable  at  that  time?  Postponed  payment  wDuld  result 
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in  sufficient  savings  to  the  plan  to  provide  an  increase  in  benefits. 
However,  to  the  extent  tliat  such  a  provision  would  increase  the  work- 
force participation  of  those  65  and  over,  it  may  not  be  desirable  in  a 
period  of  high  unemployment,  particularly  in  the  younger  age  groups.  On 
the  other  hand,  with  the  improving  health  and  life  expectancies  of  the 
group  65  and  over,  is  it  better  to  adopt  measures  which  will  extend  the 
period  of  productivity  for  tliis  age  group? 

f)  Cost  Factors 

As  well  as  the  social  cost  of  shortening  the  productive  working 
lives  of  WDrkers,  reducing  the  retirement  age  for  the  CPP  would  also 
mean  a  loss  of  plan  contributions  of  those  workers  who  retired  early. 
If  an  earnings  test  were  reinstated,  on  the  theory  that  the  Plan  is 
designed  to  provide  replacanent  incane  in  retirement  there  could  be  a 
greater  demand  on  the  GIS  if  otlier  sources  of  incane  were  not  available 
to  "bridge  the  gap."  If  tlie  age  were  reduced,  accompanied  by  an  actu- 
arial reduction  in  benefits,  there  would  be  no  extra  cost  to  the  plan 
other  than  loss  of  contributions.  Ihe  econanic  effects  of  reducing  the 
age  of  entitlement  for  tlie  CPP  is  discussed  by  Pesando  in  his  paper, 
"Trends  in  Retironent  Age  and  the  Implications  for  Pension  Planning," 
found  in  Volume  VIII.  The  Commission's  projections  of  savings  to  be 
gained  by  the  reinstatement  of  the  earnings  test  formerly  in  force  in 
the  CPP  are  discussed  in  Chapter  6  of  this  volume. 

Conclusion 

After  considering  all  the  issues,  the  Commission  is  of  the  opinion 
that  the  CPP  is  part  of  Canada's  social  security  scheme  and  therefore 
any  change  in  retirement  age  should  be  in  concert  with  the  eligibility 
age  for  other  other  parts  of  the  scheme.  Since  eligibility  ages  are  all 
now  at  age  65  there  should  be  no  change  in  the  CPP  at  this  time.  The 
Ccjnmission  does  not  see  a  return  to  the  earnings  test,  despite  the 
possible  cost  savings,  if  the  age  is  maintained  at  65.  Should  the  age 
be  lowered,  use  of  the  earnings  test  might  again  be  considered. 


COMPARISON  OF  SOCIAL  SECURITY  IN  THE  UNITED  STATES  AND  IN  CANADA 

Often  the  U.S.  Social  Security  is  pointed  to  as  being  much  superior 
to  the  Canadian  system.  The  U.S.  Old  Age  Security  and  Disability  Incane 
program  (OASDI)  parallels  Canada's  Old  Age  Security  combined  with  the 
CPP.  A  canparison  of  the  cost  of  the  respective  programs  shows  the 
following : 
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Table  2 

Social  Security  Expenditures  as  Percentage  of  Earnings  Base,  Canada  and 

United  States 


Canada 

United  States 

CPP 

OAS 

CPP  +  OAS 

OASDI 

(Per  cent) 

(Per  cent) 

1980 

2.86 

4.93 

7.79 

10.11 

1990 

4.61 

4.14 

8.75 

10.58 

2000 

5.73 

3.60 

9.33 

10.97 

2025 

8.83 

3.39 

12.22 

16.40 

2050 

9.45 

2.30 

11.75 

16.17 

Source  Table  prepared  for  the  Royal  Commission,  based  on  the  Com- 
mission's most  probable  assumptions  for  CPP  expenditures. 
U.S.  figures  taken  from  Table  6  in  an  article  in  the  Social 
Security  Bulletin,  March  1978  of  the  U.S.  Etepartment  of 
Health,  Education,  and  Welfare,  by  A.  Haeworth  Robertson, 
former  Chief  Actuary  of  the  Social  Security  Administration. 

Why  Is  the  Cost  of  the  Canadian  System  Less  Than  That  of  the  U.S.? 

First,  the  OAS  in  Canada  is  indexed  to  prices,  not  to  wages  and 
salaries.  This  accounts  for  falling  percentages  when  OAS  is  expressed 
as  a  percentage  of  CPP  contributory  earnings. 

Second,  the  U.S.  system  was  amended  in  1977  to  decouple  the  benefit 
formula  for  indexing,  thus  resulting  in  lower  replacement  ratios  after 
1981  and  a  more  stable  cost  structure. 

Third,  the  U.S.  benefits  are  higher.  In  1979  the  earnings  ceiling 
in  the  United  States  was  $22,900  compared  with  $11,700  for  the  YMPE  in 
Canada.  The  maximum  monthly  benefit  under  OASDI  in  1979  was  $550  for  a 
single  person,  $825  for  a  couple,  and  $963  for  a  family.  Tliis  compares 
with  $385  single  and  $552  for  a  couple  or  a  family  in  Canada.  A  fairer 
canparison  may  perhaps  be  obtained  by  taking  someone  with  previous 
annual  earnings  of  $14,000.  The  U.S.  monthly  benefit  in  1979  was  ap- 
proximately $492  single,  $738  couple,  and  $861  family  maximum.  Even 
allowing  for  the  lower  average  of  earned  incomes  in  Canada,  the  U.S. 
benefit  level  is  superior,  and  not  solely  because  of  the  provision  for 
eligible  children. 

In  the  United  States,  retirement  may  take  place  at  age  62,  with  80 
per  cent  of  the  pension  otherwise  payable.  This  rule  allows  pensions  to 
start  earlier  and  is  more  generous  than  an  actuarial  equivalent  basis. 
In  the  event  of  death,  the  U.S.  benefits  are  generally  better  than  in 
Canada,  as  follows: 
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Percentage  of  primary  insurance  amount 

Spouse,  age  65  100 

Spouse,  age  60  71.5 

Disabled  spouse,  age  50  50 

Spouse  with  child  75 

Each  child  75 

Dependent  parent  82.5 

The  United  States  has  two  features  that  are  less  generous: 

-  The   earnings  limitation  up  to  age  72;  and 

-  The  minimum  pension  of  $122.00,  which  is  less  than  Canada's  QAS. 
On  balance,  however,  the  U.S.  benefits  are  greater  tlian  those  in 
Canada . 

The  U.S.  percentage  costs  are  also  greater  because  the  U.S.  self- 
employed  worker  pays  only  150  per  cent  (or  less)  of  the  contribution 
rate  paid  by  employers  and  employees. 

Finally,  the  present  U.S.  population  is  on  average  older  than  that 
in  Canada  and  projections  indicate  that  this  difference  will  continue. 

Table  3 

Ratio  of  Population  Age  65  and  Over  to  Population  Age  20-64,   Canada  and 

United  States 


Canada  less  Quebec 

United  States 

Males 

Females 

Cc«nbined 

Males 

Females 

Combined 

(Per 

cent) 

1975 

13.9 

17.7 

15.8 

15.8 

21.8 

18.9 

1980 

13.9 

18.2 

16.1 

16.0 

22.6 

19.4 

1990 

14.6 

20.3 

17.5 

17.0 

24.4 

20.8 

2000 

15.3 

21.4 

18.3 

17.0 

24.7 

20.9 

2025 

23.1 

32.0 

27.5 

32.6 

2050 

25.9 

36.7 

31.3 

33.2 

Source  Table  prepared  for  tlie  Itoyal  Commission  based  on  the  Commis- 
sion's dependency  ratios  (/^pendix  B-2 )  and  U.S.  comparisons 
provided  by  Laurence  Coward. 

The  ultimate  U.S.  ratio  for  males  and  females  combined  is  estimated 
to  be  34  per  cent.  The  present  age-dependency  burden  in  the  United 
States  will  not  be  matched  in  Canada  until  just  after  the  year  2000. 
Both  the  United  States  and  Canada  show  strong  effects  of  the  baby  boom 
on  the  age  distribution,  but  the  Canadian  figures  ranain  below  those  in 
the  United  States  at  all  times. 

These  results  depend  on  the  assumptions  made  as  to  the  future.  For 
exanple : 
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-  U.S.  assunptions  show  mortality  decreasing  by  18  per  cent  from 
1976  to  2050,  a  smaller  decline  than  in  Canada. 

-  U.S.  fertility  is  assumed  to  decline  to  1.65  in  1980  and  then 
rise  slowly  to  2.1  by  the  year  2005;  lower  rates  than  in  Canada. 

-  U.S.  disability  incidence  is  assumed  to  increase,  reaching  a 
level  in  1986  that  is  33  per  cent  above  the  1977  level;  no  such 
adjustment  was  made  in  Canada. 

Thus  we  see  that  a  superficial  statement  that  U.S.  social  security 
benefits  are  better  than  Canada's  has  little  validity.  Comparative 
costs  show  U.S.  costs  are  greater  and  these  in  turn  are  due  to  three 
factors:  more  generous  benefits,  a  population  with  a  higher  average 
age,  and  more  conservative  actuarial  assumptions.  A  precise  comparison 
would  involve  measuring  equal  benefits  against  the  cost  structure  or 
equal  costs  against  the  benefit  structure. 


APPEALS  PROCEDURE 

There  are  two  procedures  for  appealing  CPP  determinations  according 
to  the  nature  of  the  question  involved,  basically  whether  the  question 
involves  contributions  or  benefits.  If  an  issue  is  raised  with  regard 
to  liability  for  making  a  contribution  or  the  amount  of  contribution, 
the  employee  or  employer  may  apply  to  the  Minister  of  National  Revenue 
for  a  determination  (section  28).  The  decision  of  the  Minister  may  be 
appealed  to  the  Pension  Appeals  Board  (section  29).  The  members  of 
the  board  are  appointed  by  the  Governor- in-Council  and  must  include 
a  chairman  and  a  vice-chairman,  each  of  whom  must  be  a  judge  of  the 
Federal  Court  of  Canada  or  of  a  superior  district  or  county  court  of  a 
province  (section  85).  The  Board  may  hear  appeals  at  any  place  in 
Canada.  An  appeal  lies  to  the  Supreme  Court  of  Canada  with  its  leave 
(section  30) . 

If  eligibility  for  a  benefit  or  the  amount  of  a  benefit  is  raised, 
an  applicant  may  appeal  to  the  Minister  of  Health  and  Welfare  (section 
83).  An  appeal  may  be  taken  fron  the  Minister's  decision  to  the  Review 
Ccsnmittee  (section  84).  The  Review  Committee  consists  of  three  members, 
one  appointed  by  or  on  behalf  of  the  applicant,  one  on  behalf  of  the 
Minister  and  a  third  chosen  by  the  two  others.  These  members  receive  no 
remuneration  for  such  duties.  A  decision  of  this  Committee  may  be 
appealed  to  the  Pension  ^peals  Board  with  leave  of  the  Board  (section 
85). 

The  Pension  Appeals  Board  consisted  of  8  members  in  1977,  7  of  V(*ia\i 
were  Supreme  Court  judges  of  various  provinces  and  one  county  court 
judge  (board  duties  are  in  addition  to  their  regular  judicial  duties). 
The  judges  must  be  bilingual  and  undertake  extensive  travel  throughout 
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Canada  to  conduct  hearings. (27)  Three  judges  constitute  a  quorum;  this 
requirement  adds  to  the  difficulty  of  organizing  hearings. 

Between  1966  and  1976  there  were  a  total  of  714  appeals  to  the 
Minister  of  National  Revenue  with  regard  to  CPP  contributions,  and  88 
cases  brought  before  the  Pension  Appeals  Board. (28)  With  regard  to  CPP 
benefits  there  were  1,629  appeals  to  the  Minister  of  Health  and  Welfare 
from  1970  to  1976  (9  nonths)  and  282  cases  brought  before  the  Pension 
;!^peals  Board  (1966-1976) .  (29)  Ihere  are  now  about  200  appeals  a  year 
to  the  Review  Committee. 

The  vast  majority  of  appeals  under  section  83  deal  with  entitlement 
of  the  applicant  to  a  disability  pension,  and  a  complex  procedure  has 
been  established  viiich  includes  medical  examination  at  the  expense  of 
the  CPP. 

A  study  of  the  Pension  /^peals  Board  for  the  Law  Reform  Commission 
of  Canada  (1979)  stated  that  in  social  security,  the  guarantee  of  indi- 
vidual justice,  the  need  for  consistency  and  the  importance  of  speed  in 
rendering  decisions  appear  as  essential  considerations  in  any  serious 
reflection  upon  the  reform  of  administrative  procedure.  The  study 
found  access  to  information  to  be  unsatisfactory  and  saw  an  urgent 
need  to  revanp  litigation  to  ensure  less  delay.  With  regard  to  CPP 
contributions,  the  entire  appeal  process  takes  about  2  years  and  2 
months;  and  with  regard  to  CPP  benefits,  the  process  takes  2  years  and  9 
months.  (30)  The  real  causes  of  inefficiency  were  found  to  be  in  the 
administrative  structure  itself:  the  multiplicity  of  appeal  authorities 
in  each  area  of  jurisdiction  and  their  impermanent  character.  Ihe  study 
reccmmended  abolition  of  the  Review  Committee  and  replacement  of  the 
board  by  a  new  federal  social  security  tribunal  with  wide  jurisiction  in 
all  social  security  matters,  including  CPP,  unemployment  insurance, 
and  CftS.  The  tribunal  would  be  5  to  7  members  composed  of  judges  and 
others,  and  appeals  could  be  heard  by  one  member. 

Problons  with  the  Review  Conmittee  procedure  in  relation  to  conpet- 
ing  claims  for  survivor  benefits  have  been  referred  to  in  decisions  of 
the  Pension  /^peals  Board.  Competing  claimants  may  not  meet  at  earlier 
appeal  levels.  The  board  itself  has  suggested  that  tlie  Review  Conmittee 
procedure  be  eliminated  and  a  direct  appeal  to  the  board  be  allowed  (see 
MNH&W  V.  Bogle  et  al.,  CCH  Canadian  Employment  Benefits  and  Pension 
Guide  Reports,  p.  6448).  In  mtiSM  v.  Germano  et  al.,  (CCH,  p.  6453)  the 
board  states,  "...perhaps  this  should  be  an  occasion  to  review  the 
necessity  of  such  a  Conmittee  at  least  where  conflicting  claims  to  a 
survivor's  benefit  are  being  aired.  It  results  in  a  time  and  money- 
consuming  effort  which  is  of  no  apparent  benefit." 

The  Commission  has  not  done  a  detailed  investigation  of  the  CPP 
appeals  procedure.  We  refer  to  these  matters  as  appropriate  for  review 
when  the  CPP  is  next  being  amended. 
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NOTES 

(1)  Table  prepared  by  Harry  Weitz  for  his  study  of  coverage, 
reproduced  in  full  in  Volume  VIII.   Readers  wishing  to  use  these 
statistics  are  referred  to  comments  by  Mr.  Weitz  on  the  lack  of 
strict  comparability  between  the  two  data  bases  used. 

(2)  Canada  Pension  Plan,  R.S.C.  1970,  c.  C-5,  as  amended, 
section  6(2). 

(3)  Brief  182. 

(4)  See  Volume  III,  Chapter  8,  for  a  discussion  of  the  position  of 
women  generally  with  regard  to  retirement  income. 

(5)  This  illustration  sidesteps  some  of  the  technicalities  revealed  by 
a  careful  reading  of  the  Act,  sec.  48  and  49.   One  should  keep  in 
mind  that: 

a)  contributory  period  as  defined  in  sec.  49  excludes  months 
during  the  child-raising  period  in  any  year  when  the  person's 
earnings  were  equal  to  or  less  than  the  YBE. 

b)  the  child-rearing  dropout  is  applied  to  reduce  the 
contributory  period  (as  defined)  -  before  any  other  dropout  - 
and  is  equal  to  the  total  child-rearing  period  (sec.  43(1)) 
less  any  months  already  taken  into  account  in  arriving  at  the 
contributory  period.   In  other  words,  months  of  low  or  no 
earnings  in  years  when  the  person's  earnings  exceeded  the  YBE. 

c)  the  over-65  dropout,  if  applicable,  is  a  reduction  of  the 
remaining  months.   Low-earnings  months  are  offset,  but  not 
those  months  already  dropped  under  (b). 

d)  the  15  per  cent  dropout  is  applied  to  the  remaining  months 
(after  applying  the  first  two). 

e)  the  120-month  minimum  is  overriding;  no  dropout  can  have  the 
effect  of  reducing  the  divisor  to  less  than  than  120,  referred 
to  as  basic  contributory  months.   (There  _is  one  exception: 
the  case  of  a  disability  pensioner  -  see  sec.  43(1)). 

(6)  Brief  176. 

(7)  Ontario  in  effect  has  veto  power  over  amendments  to  the  CPP 
affecting  benefits  and  contributions  because  such  amendments 
require  the  approval  of  two-thirds  of  the  participating  provinces 
having  two-thirds  of  the  population  of  the  participating 
provinces.   Ontario  has  slightly  over  50  per  cent  of  the  total 
population  of  participating  provinces. 

(8)  Summarized  from  letter  dated  January  12,  1977  from  the  Hon.  James 
Taylor,  Q.C.  Minister  of  Community  and  Social  Services  to  the  Hon. 
Marc  Lalonde,  Minister  of  National  Health  and  Welfare. 

(9)  A  more  detailed  description  of  surviving  spouse  provisions  will  be 
found  in  the  outline  of  features  in  Chapter  2,  and  in  Volume  I, 
Chapter  5. 
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See  Volume  I,  Chapter  6. 

Revenue  Canada,  Taxation  Statistics  1978  (for  the  1976  taxation 
year).   Table  3,  p.  50  and  Table  4,  p.  58. 

See  the  Commission's  analysis  of  Adequacy  of  Benefits  from 
Government  Programs,  Volume  I,  Chapter  6. 

See  Appendix  C-4 . 

Committee  on  Financing  Benefits  of  the  Quebec  Pension  Plan  and 
Supplementary  Pension  Plans;  Report,  1978. 

Recommendations  RIO  to  R23. 

Younger  if  there  are  dependent  children. 

"Dependent  child"  is  one  aged  18  years  or  under. 

See  Volume  I,  Chapter  6,  for  full  discussion  and  methodology. 

See  also  Canadian  Labour  Congress,  Brief  304. 

"Available  income"  is  defined  as  income  after  tax,  plus  the  value 
of  benefits  universally  available  to  those  age  65  and  over  in 
Ontario  such  as  tax  credits.   See  Volume  I,  Chapter  6. 

See  Tables  A-1  to  A-4  in  the  methodology  for  net  replacement 
ratios  in  Volume  I,  Chapter  6. 

See  remarks  concerning  the  married  person  whose  spouse  is  under  60 
in  Adequacy,  Volume  I,  Chapter  6. 

For  a  full  discussion  of  the  issues  involved  in  retirement  age  see 
Volume  III,  Chapter  15. 

See  Report  on  Consumer  Survey  in  Volume  VIII. 

The  U.S.  social  security  benefit  is  reduced  $1  for  every  $2  of 
excess  income.   Income  could  be  earned  up  to  $2,760  in  1976 
without  a  reduction,  and  up  to  about  $3,500  in  1979. 

To  be  lowered  to  age  70  after  1981. 

Pierre  Issalys,  The  Pension  Appeals  Board,  a  study  of 
administrative  procedure  in  social  security  matters,  prepared  for 
the  Law  Reform  Commission  of  Canada,  1979,  p.  55. 

Ibid.,  pp.  94,  114. 

Ibid.,  pp.  94,  150. 

Ibid.,  p.  307. 
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Chapter  9 


Conclusions  and  Recommendations 


CONCLUSIONS 

Ihe  financial  security  of  the  CPP  has  become  a  concern  for  the 
average  working  Canadian.  In  the  Commission's  opinion  this  concern 
is  unfounded.  The  CPP  is  not  bankrupt  and  will  not  be  by  the  time 
the  extra  population  from  the  post-war  baby  boom  starts  to  receive 
retirement  benefits,  if  benefit  levels  and  the  funding  structure  remain 
unchanged.  Ihis  is  so  even  with  high  inflation  and  a  low  birth  rate. 
Contributions  will  have  to  be  increased;  but  that  eventuality  has  never 
been  in  dispute.  The  timing  and  extent  of  contribution  adjustments, 
however,   are  matters  of  legitimate  and  vital  concern. 

The  scheme  of  the  CPP  funding  is  unfolding  as  predicted  in  1964. 
The  latest  statutory  actuarial  report  for  the  plan  and  the  Commission's 
projections  show  that  in  the  year  1985  or  1986  benefits  will  exceed 
contributions  for  the  first  time.  This  does  not  mean  that  contributions 
need  increase  immediately  vi^en  that  event  occurs.  Rather  it  means  that 
less  noney  will  then  be  available  for  borrowing  by  the  participating 
provinces.  Interest  on  the  existing  fund  will  continue,  and  for  another 
five  or  six  years  will  be  available  for  additional  provincial  borrowing. 
For  some  ten  years  therefore,  there  will  be  no  real  need  to  increase 
contributions  for  the  CPP  itself. 

That  ten-year  moratorium  offers  two  major  temptations.  The  first 
is  to  increase  benefits  without  raising  contributions  to  the  full  extent 
of  benefit  costs.  This  would  have  the  effect  of  reducing  the  time 
within  which  the  main  decision  on  contribution  increases  must  be  made; 
but   it  jTiight  be  politically  attractive   in  the  short  run. 

The  second  temptation  is  to  increase  contributions  (and  benefits  to 
U\e  extent  necessary  to  justify  politically   the    increase)    beyond   the 
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amounts  required  on  a  pay-go  basis  to  supply  additional  capital  for 
borrowing  by  the  participating  provinces  at  favourable  rates.  Such 
increases  could  be  as  large  as  that  projected   for  a  fully-funded  CPP. 

The  Conmiss ion's  recommendations  vvould  not  only  reject  both  these 
temptations  but  would  convert  the  CPP  to  a  design  most  compatible  with  a 
systan  of  social  security. 

When  CPP  contributions  are  required  to  increase  in  about  1991,  the 
Ccjnmission  recommends  that  the  new  rates  be  sufficient  to  place  the  plan 
on  a  pay-as-you-go  basis.  The  only  fund  required  should  be  one  limited 
to  twice  the  year's  benefit  and  administrative  cost  pay-out  three  years 
in  advance.  This  would  cover  any  unexpected  fluctuations  in  benefit 
requirements.  The  rates  should  also  be  set  with  consideration  of  the 
long-run  requirements  of  the  plan,  and  should  have  a  monitoring  and 
adjusting  mechanism  which  will  facilitate  any  necessary  changes  and 
avoid  disruption  of  other  public  and  private  programs. 

The  Commission's  investment  recommendations  would  replace  the 
present  system  (v^ich  invites  the  description  of  "ghost  funding")  with 
marketable  securities  of  provincial  Crown  corporations  having  tangible 
and  creditable  value.  The  discipline  of  regular  capital  markets  would 
discourage  unnecessary  government  borrowing  and  would  also  ensure  a 
market  rate  of  return  for  the  plan  and  a  definite  schedule  for  repayment 
of  government  obligations. 

Since  the  fund  available  for  investment  under  the  recommended 
pay-as-you-go  design  will  be  small  compared  with  any  full  or  partial 
funding  design,  there  is  no  danger  that  CPP  transactions  will  involve 
the  government   in  swamping  or  controlling  Canadian  capital  markets. 

Alteration  of  existing  benefit  features  should  also  be  approached 
with  caution  and  with  full  recognition  of  the  cost  implications  of  any 
changes.  The  Commission  favours  the  adoption  of  a  child-rearing  dropout 
provision,  V'^ile  realizing  it  will  have  an  additional  cost,  because 
it  appears  to  have  such  universal  support  in  perception  of  a  social 
need.  On  the  other  hand  the  Commission  does  not  accept  the  approach  of 
Cofirentes+  for  short-term  survivor  benefits  because  it  does  not  believe 
such  an  approach  reflects  social  perceptions  today. 

The  problems  of  today's  elderly,  particularly  women,  are  not 
created  by  inadequate  CPP  survivor  benefits.  Their  problems  have  their 
roots  in  the  economic  and  social  structure  of  times  before  the  CPP 
began,  and  cannot  be  cured  by  a  sudden  increase  in  these  benefits  for 
the  near  and  long-term  future.  Short- run  solutions  for  problems  such  as 
these  would  be  disruptive  for  the  CPP.  Since  rapid  and  direct  action  is 
required  to  alleviate  the  problems  of  the  elderly,  such  action  would  be 
better  taken  through  incone- tested  programs  such  as  an  expanded  CIS.  It 
would  then  be  clear  tliat  it  is  today's  work- force  that  is  called  upon  to 
support  today's  elderly  population. 
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Ihe  CPP  vehicle  is  t±ien  left  to  move  steadily  towards  the  fulfil- 
ment of  its  dual  role  in  tlie  government's  system  of  social  security: 
first  to  provide,  along  with  Q\S  and  GIS,  a  minimum  adequate  income  for 
those  65  and  over;  and  second,  to  assist  tJie  worker  in  preserving  into 
retiroiient  his  or  her  pre-retirement  standard  of  living,  by  providing  a 
measure  of   inccme  replacement. 

With  regard  to  the  latter  role  the  Commission  believes  that  the 
present  CPP  level  of  income  replacement  ought  not  to  be  expanded  to  the 
detriment  of  other  vehicles  which  allow  more  individual  choice  and 
involve  less  threat  of  over-burdening  future  generations  with  their 
cost.  The  Commission's  recommendations  favour  a  provincial  universal 
retirement  savings  plan  as  well  as  improvements  to  employment  pensions. 
In  particular  tlie  ten  years  before  CPP  contributions  rise  should  be  used 
by  Ontario  to  build  up  the  Provincial  Universal  Retiranent  System  (PURS) 
by  accommodating  contributions  by  botli  employers  and  employees  to  that 
money-purchase  plan.  If  CPP  contributions  were  to  increase  dramatically 
in  1985  or  1986  there  would  be  resistance  to  the  adoption  of  any  scheme 
requiring  further  contributions.  Ten  years  of  contributions  to  PURS 
before  clianges  in  the  CPP  rates  would  allow  a  smootli  flow  of  new  capital 
into  the  private  markets.  There  would  also  be  time  for  adjustment  to  a 
suitable  retironent  goal,  incorporating  income  to  be  provided  by  the 
CPP,   PURS,   employment  pensions  and  other  retirement  savings  vehicles. 

The  1980s  should  see  the  beginning  of  new  approaches  to  retirement 
inccme  planning.  Ontario  is  now  in  a  position  to  adopt  measures  that 
will  ensure  a  sound  Canada  Pension  Plan  as  part  of  an  effective  retire- 
ment inccme  system. 


RECOMMENEATIONS 


The  Commission  therefore  recommends  that: 


The  Canada  Pension  Plan  be  funded  on  a  pay-as-you-go  basis,  with  a 
contingency  fund  maintained  at  the  level  required  to  satisfy  twice  the 
year's  benefit  and  administrative  cost  pay-out  three  years  in  advance. 


The  existing  ccxnbined  contribution  rate  of  3.6  per  cent  continue  un- 
changed until  such  time  as  the  existing  fund  is  reduced  to  the  level 
required  to  satisfy  twice  the  year's  benefit  and  administrative  cost 
pay-out  three  years  in  advance. 


When  an  increase  in  contribution  rates  on  a  pay-as-you-go  basis  is 
required  there  be  a  gradual  phasing-in  of  increases  to  approximate 
pay-as-you-go  rates  by  setting  contribution  rates  six  years    in   advance 
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of  such  changes,  to  maintain  a  contingency  fund  at  all  times  equal  to 
twice  the  year's  benefit  and  administrative  cost  pay-out  three  years  in 
advance. 


Until  the  existing  fund  is  reduced  to  the  level  required  by  the  recom- 
mendations, the  CPP  fund  tie  operated  on  the  Fund  C  basis  outlined  in 
Statutory  Actuarial  Report  No.  6  for  the  CPP,  with  actual  payment  of 
interest  on  borrowing  to  be  made  after  excess  funds  above  the  level 
required  to  satisfy  twice  the  year's  benefit  and  administrative  cost 
pay-out  three  years  in  advance  are  no  longer  available  for  lending  to 
the  provinces. 


T!he  CPP  fund  be  operated  on  the  Fund  C  basis  so  that  no  repayment  of 
capital  of  the  fund  is  required  from  the  provinces  except  on  a  call 
basis  to  satisfy  the  purposes  of  tlie  contingency  fund. 


There  be  no  increases  to  the  benefit  formula  under  the  CPP  without  an 
increase  in  contribution  rates  on  a  pay-as-you-go  basis  with  a  contin- 
gency fund  to  satisy  twice  the  year's  benefit  and  administrative  cost 
pay-out  three  years  in  advance,  to  cover  the  full  cost  of  such  increased 
benefits  without  regard  to  any  excess  funds  on  hand  resulting  from 
existing  funding  procedures. 


The  investment  structure  of  the  CPP  be  altered  to  ensure  the  receipt  of 
market  rates  of  interest  on  the  capital  of  the  fund  and  to  ensure  a 
control  of  investment  through  links  with  normal  market  practices,  by 
adopting  the  following  procedures: 

a)  upon  maturity  of  existing  provincial  undertakings,  commencing 
in  1986,  each  obligation  be  replaced  with  a  twenty-year  nego- 
tiable bond  with  a  fixed  maturity  date  issued  by  a  provincial 
Crown  corporation,  guaranteed  by  the  province  and  accompanied 
by  a  certificate  of  the  treasurer  of  the  province  that  the 
proceeds  of  such  bonds  are  being  used, 

( i )  to  invest  in  fixed  assets  of  the  provincial  Crown  corpor- 
ation, or 

(ii)  to  refinance  outstanding  debt  of  the  provincial  Crown 
corporation  originally  used  to  finance  acquisition  of 
fixed  assets; 

b)  the  interest  rate  on  such  new  securities  be  at  the  market 
rate  determined  by  tlie  average  rate  prevailing  in  the  twenty 
preceding  trading  days  on  outstanding  long-term  debt   issued   by 
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or  guaranteed  by  tiie  province,  denominated   in  Canadian  dollars; 
or  struck  by  reference  to 

(i)  the  average  of  interest  rates  on  all  outstanding  debt 
issued  or  guaranteed  by  participating  provinces,  weighted 
according  to  CPP  contributions  in  the  year  of  calcu- 
lation, or 

(ii)  tlie  average  interest  rate  on  outstanding  debt  issued  or 
guaranteed  by  the  province  concerned,  with  the  treasurer 
of  the  province  having  the  right  to  elect  between  (i)  and 
(ii); 

c)  all  funds  declined  by  tlie  provinces  in  any  month  be  invested  in 
90-day  treasury  bills  of  the  province  concerned,  or  of  the 
federal  government  if  no  provincial  bills  are  available,  until 
such  time  as  the  province  takes  up  the  funds  against  the  secu- 
rities of  a  provincial  Crown  corporation  as  stipulated   in  a). 


Ihe  Government  of  Ontario  support  the  continuation  of  the  CPP  on  its 
present  compulsory  and  "earnings-related"  basis  and  resist  any  extension 
of  coverage  to  unpaid  vvorkers. 


The  Government  of  Ontario  approve  the  amendment  of  the  CPP  for  the 
child-rearing  dropout  provision  as  now  legislated,  to  take  effect 
without  delay. 


Benefits  payable  to  the  survivor  of  a  deceased  contributor  in  receipt  of 
retirement  benefits  continue  to  be  approximately  60  per  cent  of  the 
pension  benefit  of  the  deceased  contributor,  and  that  the  Government  of 
Ontario  resist  any  extension  of  the  existing  survivor  benefits. 


Ihe  Government  of  Ontario  take  no  steps  to  extend  the  principle  of 
credit-splitting  upon  dissolution  of  marriage  to  create  a  division  of 
credits  during  marriage. 


Since  the  CPP  is  fulfilling  the  social  role  required  of  government  by 
providing,  with  other  government  programs,  nearly  100  per  cent  replace- 
ment incone  for  those  working  below  or  at  the  Average  Industrial  Wage, 
that  the  Government  of  Ontario  resist  any  steps  to  increase  the  existing 
levels  of  retironent  benefits  and  survivor  benefits  under  the  CPP,  or 
alter  the  existing  goal  of  25  per  cent  of  the  Average  Industrial  Wage 
for  those  at  the  YMPE,  and  that  such  benefits  continue  to  be  financed  by 
equal  contributions  by  anployer  and  enployee. 
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The  earliest  age  of  eligibility  for  CPP  retirement  benefits  should 
continue  to  be  age  65,  with  any  future  change  to  be  only  in  concert  with 
all  government  retirement  incone  programs. 


The  Government  of  Ontario  consider  amendments  to  the  CPP  to  provide  a 
more  effective,  less  conplicated,  and  less  time-consuming  procedure  for 
appeals  as  to  both  contributions  and  benefits  under  the  CPP. 


All  CPP  benefits  continue  to  be  based  on  earnings  indexed  to  the  Average 
Industrial  Wage,  and  after  payment  commences,  be  indexed  as  at  present 
to  the  Consumer  Price  Index. 


No  earnings  test  for  retirement  benefits  be  reinstated  in  the  CPP  v*iile 
age  for  eligibility  for  retirement  benefits  remains  at  65. 
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Cc«nparison  of  the  Royal  Commission's  Population  Projection  Assumptions 
with  those  of  Statistics  Canada 


Because  many  readers  will  be  familiar  with  population  projections 
done  by  Statistics  Canada(l)  we  outline  the  reasons  which  prompted  the 
Commission  to  do  its  own  demographic  research  and  to  compare  the  two 
sets  of  projections.  Principally  the  Commission  felt  that  the  data 
available  through  Statistics  Canada  used  too  short  a  time  basis  for 
the  Commission's  purposes;  even  though  the  population  figures  used 
by  Statistics  Canada  are  projected  to  the  year  2001,  the  fertility 
assunptions  on  which  they  are  based  remain  constant  after  1985,  and 
mortality  trends  end  in  the  1985-89  period.  Since  the  Commission  must 
apply  the  results  of  its  work  to  funding  predictions  for  the  Canada 
Pension  Plan,  population  projections  for  the  longer  term  are  essential. 
Consequently  the  Conmission  chose  to  carry  its  assunptions  for  fertility 
forward  to  1990,  for  immigration  to  the  year  2000  and  for  mortality 
through  to  2050.  As  has  been  mentioned,  the  Commission  chose  what 
it  considered  to  be  the  most  probable  fertility  scenario.  In  this 
section  we  compare  this  choice  with  the  range  of  scenarios  in  Statistics 
Canada's  work.  These  are  labelled  A,  B,  C  and  D  in  the  Statistics 
Canada  population  projections.  However,  two  other  projections  appear 
in  a  discussion  of  dependency  ratios  to  be  found  in  Social  Security 
National  Programs,  1978.(2)  While  fertility  assumptions  in  that  study 
go  forward  only  to  1985  as  before,  the  population  figures  are  available 
for  2051  and  allow  for  longer-term  comparisons  with  the  Commission's 
work.  Since  the  Commission's  projections  were  done  on  the  basis  of 
five-year  intervals  ending  with  "0"  and  "5",  while  Statistics  Canada 
uses  Census  years,  "1"  and  "6",  absolute  accuracy  of  comparison  is  not 
possible,  but  the  difference  is  not  enough  to  nullify  any  comparison  of 
the  overall  direction  of  the  projections. 


FERTILITY 

The  Commission's  projections  (described  in  Chapter  3)  are  expressed 
in  terms  of  Net  Reproduction  Rates(3)  while  Statistics  Canada  uses  Ttotal 
Fertility.  (4)  For  purposes  of  conparison,  therefore,  the  Commission's 
figures  have  been  converted  to  Total  Fertility:  a  Net  Reproduction  Rate 
of  1  equals  2.112  Total  Fertility  -  that  is  2.112  births  per  female 
provided  she  survives  to  the  child-bearing  years.  A  comparison  of  the 
various  Total  Fertility  assumptions  follows: 

Canmission:      increase  to  2.5  in  1985,   drop  to  2.3  in  1990,    drop   to 
2.1  in  1995  and  remain  constant  thereafter. 
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statistics  Canada; 

"A"  -  increase  to  2.6  in  1985  remaining  constant  thereafter 

"B"  -  increase  to  2.2  in  1985  ranaining  constant  thereafter 

"C"  -  increase  to  1.8  in  1985  remaining  constant  thereafter 

"D"  -  increase  to  1.8  in  1985  remaining  constant  thereafter 

Projection  I  -  dropping  from  the  1975  rate  of  1.84  to  1.5  in  1985 
and  remaining  constant  thereafter 

Projection  II  -  remaining  at  1.84 

As  can  be  seen  from  Figure  1,  the  Commission's  assumption  of  a 
slight  increase  in  the  rate  does  not  reach  as  high  as  the  Statistics 
Canada  "A"  projection  (high  fertility),  and  drops  to  a  level  slightly 
below  the  "B"  projection  (medium  fertility). 


MIGRATION 

a)  International 

The  Conmission  assumed  immigration  of  100,000  per  year  and  emigra- 
tion of  40,000,  with  the  resulting  net  figure  of  60,000  being  escalated 
by  .5  per  cent  per  year  to  the  year  2000,  at  which  time  it  reaches 
66,960  and  remains  constant  thereafter.  It  is  assumed  that  Ontario 
will  receive  50  per  cent  of  the  immigrants  and  lose  40  per  cent  of  the 
emigrants. 

Statistics  Canada  uses  a  range  of  figures  for  immigration,  based  on 
experience,  from  a  high  of  200,000  through  160,000  and  120,000  to  a 
lew  of  80,000  per  year.  Their  assumption  of  a  constant  emigration  of 
60,000  per  year  results  in  net  figures  of  140,000,  100,000,  60,000  and 
20,000,  and  no  escalation  of  these  figures  over  time  is  assumed.  For 
the  projections  only  the  two  middle  figures  are  used.  The  higher  of 
these  two  (100,000)  is  used  for  Projections  A,  I  and  II,  the  lower 
(60,000)  for  Projections  B,  C  and  D.  Statistics  Canada  assumes  that 
Ontario  receives  a  constant  53  per  cent  of  the  total  immigration  and 
loses  40  per  cent  of  the  total  enigration  fron  Canada. 

b)  Interprovincial 

Ontario's  traditional  position  as  a  net  gainer  frcm  interprovincial 
migration  is  reflected  in  Statistics  Canada's  assumptions  -  the  change 
to  a  net  loser  position  in  the  mid-1970s  was  too  recent  to  have  been  in- 
corporated into  their  figures.  Their  assumptions  break  out  as  follows: 
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A  -     high  rriigration,   wit±  Ontario  gaining  36,218  per  year; 

B  -     inediuin  -  high  migration,   with  Ontario  gaining  25,435  per  year; 

C  -     medium  -  low  migration,  with  Ontario  gaining   12,712  per  year 
(on^half  of   "B"); 

D  -     low  migration  with  Ontario  gaining  4,500  per  year. 

As  mentioned,  the  Commission  has  assumed  a  net  gain  of  +0  for 
internal  migration,  based  on  the  swing  fron  gain  to  loss  experienced  in 
recent  years. 

MORTALITY 

Ihe  Canmission's  assumptions,  based  on  the  1971  Census  population 
and  U.S.  Actuarial  Study  Ito.  77  are  discussed  in  Chapter  3.  For  their 
projections  Statistics  Canada  used  the  post-censal  population  estimates 
of  June  1,  1972  and  constructed  abridged  life  tables  for  Canada. (5) 
Their  broad  underlying  assumptions  coincide  with  those  accepted  by  the 
Ccjnmission: 

-  a  continuing  improvement  in  life  expectancy  for  both  sexes; 

-  a  widening  of  the   gap  in  life  expectancy  between  the  sexes; 

-  some  improvement  in  infant  mortality; 

-  some  increase  in  violent  deaths  for  males  aged  20  and  over; 

-  no  allowance  for  a  major  medical  breakthrough. 

The  assumptions  used  by  Statistics  Canada  are  common  to  all  their 
scenarios. 

A  comparison  of  the  several  assuirptions  appears  in  the  following 
table: 
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POPULATION  PROJECTIONS 

The  cumulative  impact  of  differing  demographic  assuirptions  gives  us 
a  range  of  population  figures  which  vary  considerably  at  the  years 
2000-2001,   and  dramatically  v*ien  projected  to  2050. 

Canada  -  Total  Population 

The  Ccmmission's  assunptions  of  a  slight  resurgence  in  fertility 
and  escalating  immigration  produce  results  tliat  fall  between  the  "A"  and 
"B"  projections  of  Statistics  Canada.  The  comparisons  set  out  in  Table 
2  show  a  high  in  2000-1  of  34.6  million  in  "A"  and  a  low  of  28.2  million 
in  Projection  I.  When  extended  to  2050,  the  low  fertility  assumptions 
of  Projections  I  and  II  yield  totals  of  26.0  and  33.7  million  respec- 
tively -  well  below  the  Ccsnmission's  figure  of  42.1  million. 
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Canada  -  Population  65  and  Over 

Since  the  population  that  will  be  65  and  over  in  2000-1  has  already 
been  born,  tlie  factors  of  mortality  and  immigration  are  the  only  ones 
that  will  affect  the  totals.  Consequently  there  is  minimal  diver- 
gence to  be  found  between  the  various  projections.  As  seen  from  Table 
3,  they  range  fron  a  high  of  3,393,200  for  "A"  down  to  3,337,700  for 
"D."  The  Commission's  figure  of  3,384,000  is  in  the  upper  range. 
Projections  extended  to  2050  naturally  show  greater  divergence:  the 
Commission's  figure  of  7,458,000  conpares  with  6,241,000  for  Projection 
II  and  5,922,500  for  Projection  I.  The  projections  produce  very  similar 
results  over  the  short  term. 
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Ontario  -  Total  Population 

Figures  are  available  for  the  short  term  only  since  Projections  I 
and  II  deal  only  with  the  total  Canadian  population.  From  now  to  2000-1 
we  find  the  Commission's  estimates  lying  between  Statistics  Canada 
projections  "B"  and  "C".  The  Commission's  assumption  of  +0  inter- 
provincial  movement  is  the  main  factor  in  reducing  the  projected  total. 
The  figures  range  from  a  high  of  14.6  million  for  Projection  "A"  to  the 
low  of  11.2  million  for  Projection  "D".  Figures  for  intervening  years 
are  shown  in  Table  4,  as  well  as  the  Commission's  projected  totals  to 
2050. 

Ontario  -  Population  65  and  Over 

The  same  condensed  time-frame  applies  as  in  Ontario's  total  popu- 
lation projections;  however,  in  these  projections  we  note  from  Table  4 
that  the  Commission's  figure  is  slightly  below  any  of  the  Statistics 
Canada  Projections:  1.278  million  for  the  Commission  compared  with 
1.295  for  Projection  "D",  in  2000-1.  In  any  case,  the  Statistics  Canada 
short-term  figures  are  not  helpful  for  an  assessment  of  the  CPP  from 
Ontario's  point  of  view  since  it  is  generally  agreed  that  the  crucial 
time  is  to  be  expected  about  2030.  As  seen  in  Table  4,  the  Commission's 
projections  show  a  rapid  rise  in  the  elderly  population  after  about 
2010. 
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SUMMARY 

The  fact  that  the  Caraniss ion's  fertility  and  immigration  assump- 
tions produce  population  figures  for  Canada  toward  the  upper  end  of  the 
Statistics  Canada  range  means  that  v^  expect  a  less  drastic  drop-off  in 
the  younger  population  than  is  currently  predicted  in  some  quarters,  and 
because  of  the  larger  numbers  of  working  age  ve  expect  dependency  ratios 
in  the  next  century  to  be  a  less  serious  problem  than  they  are  regarded 
in  other  current  worKS.  Ihe  size  and  structure  of  Canada's  population 
is  of  crucial  importance  to  the  assessment  of  the  Canada  Pension  Plan. 
Therefore,  in  the  Gaiunission's  cpinion,  short-term  projections  such  as 
those  of  Statistics  Canada  just  discussed  were  not  sufficient  for  such 
an  assessment. 
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NOTES 

(1)  Statistics  Canada,  Population  Projections  for  Canada  and  the 
Provinces,  1942-2001  (Cat.  91-514). 

(2)  Statistics  Canada,  Social  Security  National  Program,  1978 
(Cat.  86-201),  Introduction. 

(3)  Net  Reproduction  Rate  (NRR)  -  the  probable  number  of  female 
children  each  female  will  have  during  her  lifetime. 

(4)  Total  Fertility  -  the  probable  number  of  children  a  woman  will  have 
if  she  survives  to  child-bearing  age. 

(5)  Population  Projections,  p.  21. 
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A  Review  and  Critical  Analysis  of  the  Economic  Literature  on  Social 
Security 


This  study  focuses  on  the  issue  of  the  optimal  funding  arrangement 
for  old  age  assistance  programs,  such  as  the  Canada  and  the  Quebec  Pen- 
sion Plans  (CPP  and  QPP).  Ihis  subject  is  receiving  considerable  atten- 
tion in  the  public  and  private  sectors  in  both  Canada  and  the  United 
States  at  this  time. 

In  Canada,  many  actuaries,  econanists,  and  public  officials  have 
warned  that  the  CPP  may  not  be  financially  viable  in  the  1980s  and 
1990s.  Ihe  problem  has  cane  into  focus  because  of  demographic  studies 
indicating  that  the  average  age  of  Canada's  population  will  rise  signif- 
icantly between  the  late  1970s  and  the  year  2000.  The  consensus  is  that 
this  population  aging  will  necessitate  either  substantial  increases  in 
the  CPP  contribution  rates  to  maintain  the  current  relative  level  of 
benefits  or  a  sharp  decline  in  that  level.  Otherwise,  with  the  same 
contribution  rates,  the  existing  reserve  fund  will  fall  seriously  into 
debt  if  the  current  level  of  benefits  is  maintained. (1) 

Similar  demographically  related  concerns  about  the  funding  of  its 
social  security  system  are  evident  in  the  United  States.  But,  as  well, 
Feldstein  argues  forcefully  that  public  pension  plans  have  a  substantial 
negative  impact  on  the  rate  of  private  savings.  Indeed,  his  studies  and 
one  by  Munnell  indicate  that  the  pay-as-you-go  social  insurance  system 
has  had  a  significant  negative  impact  on  the  level  of  savings  and  that 
the  U.S.  social  security  system  has  led  to  a  marked  reduction  in  the 
nation's  stock  of  physical  capital  and  hence  the  productive  capacity  of 
the  economy . { 2 ) 

Under  pure  pay-as-you-go  financing,  contributions  to  the  plan  are 
immediately  distributed  as  benefits  rather  than  accumulated  in  a  fund. 
To  the  extent  that  contributors  consider  sucli  benefits   compulsory  sav- 
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ings,  they  may  tend  to  reduce  their  rate  of  personal  saving.  A  private 
pension  fund  or  a  fully  funded  public  pension  plan  must  build  up  an  ade- 
quate reserve  fund  and,  in  principal,  need  not  have  a  negative  "savings" 
effect. 

While  the  CPP  is  not  quite  as  close  to  a  pure  pay-as-you-go  system 
as  is  the  U.S.  social  security  system,  because  of  the  small  contingency 
reserve  fund  that  is  available  to  finance  provincial  government  debt, 
the  Ontario  Ministry  of  Treasury,  Economics  and  Intergovernmental  Af- 
fairs (TEIGA),  expressed  similar  concerns  about  the  structure,  develop- 
ment, and  funding  of  the  CPP  in  a  recent  report  presented  to  the  Royal 
Commission  on  Pensions  in  Ontario. (3)  The  report  suggested  that  the  pub- 
lic pension  system  -  represented  by  Old  Age  Security  (OAS),  the  Guaran- 
teed Income  Supplement  (CIS),  and  the  CPP  programs  -  has  also  depressed 
personal  savings  in  Canada.  Indeed,  the  report  showed  that  between  1952 
and  1975  public  pensions  in  Canada  lowered  the  rate  of  personal  savings 
by  3.1  percentage  points.  In  1975  this  was  equivalent  to  a  22  per  cent 
reduction  in  the  rate  of  personal  savings  from  disposable  income.  The 
study  concluded  that,  in  the  absence  of  Canada's  public  pension  system, 
the  personal  savings  rate  in  1975  would  have  been  13.9  per  cent  rather 
than  the  realized  10.8  per  cent.  Therefore,  there  was  a  $3.5  billion 
reduction  in  the  level  of  savings  because  of  the  negative  iirpact  of  pub- 
lic pensions. 

Obviously,  then,  in  view  of  its  terms  of  reference,  the  Commission 
must  develop  a  position  on  the  applicability  and  usefulness  of  the  lit- 
erature that  is  critical  of  public  pension  schemes.  The  following  four 
issues  seem  to  be  central  to  the  economic  arguments  against  pay-as-you- 
go  financing  of  public  pensions: 

1.  the  inpact  of  the  CPP  on  the  aggregate  savings  rate  of  the 
econcsny, 

2.  the  relationship  between  capital  accumulation  and  aggregate 
economic  growth, 

3.  the  economic  criteria  for  a  fully  funded  CPP  compared  with  a 
pay-as-you-go  plan,  and 

4.  the  allocation  of  investment  funds  under  a  regime  of  a  fully 
funded  CPP. 

Critics  suggest  that  pay-as-you-go  financing  has  resulted  in  a  de- 
cline in  aggregate  savings  rates.  Such  schemes  may  indeed  have  reduced 
the  flow  of  funds  available  for  public  investment  compared  with  fully 
funded  investment  programs  and  thus  rray  have  lowered  the  economic  poten- 
tial. This  report  considers  both  the  theoretical  and  enpirical  evidence, 
with  the  purpose  of  framing  a  position  on  whether  there  is  a  fundamental 
difference  between  the  inpact  of  a  fully  funded  scheme  and  a  pay-as-you- 
go  system  on  the  aggregate  savings  rate  or,  indeed,  whether  this  issue 
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should  be  judged  as  being  at  all  relevant  for  the  Conmission.  Our  study 
considers  whether  private  pension  schemes  may  not  also  produce  the  same 
savings  effects  as  a  public  pension  plan,  particularly  if  public  pension 
plans  conplement  rather  than  fully  supplement  the  private  plans.  The 
discussion  highlights  the  importance  of  economic  assumptions  and  their 
relation  to  the  issue,  for  if  the  assumptions  are  unrealistic,  what  con- 
clusions can  be  drawn? 

From  a  social  welfare  perspective,  the  "lEIGA  study  argued  that  the 
choice  of  how  to  finance  a  social  security  plan  is  clear;  that  is,  it 
should  be  made  on  the  basis  of  relative  rates  of  return  to  savings  that 
are  available  to  the  contributors.  In  simple  terms,  the  funding  system 
that  earns  the  highest  rate  of  return  is  the  one  that  is  desirable  and 
socially  optimal.  But  in  order  to  earn  the  highest  rate  of  return,  it 
may  be  necessary  to  invest  the  available  funds  not  in  government  bonds 
but  in  the  equity  sector  of  the  private  capital  market.  Once  again,  the 
appropriateness  of  the  assunptions  is  considered,  particularly  in  rela- 
tion to  the  measurements  of  rates  of  return  in  a  fully  funded  and  a  pay- 
as-you-go  plan.  The  desirability  of  equity  investment  in  funded  schemes 
is  examined  as  well. 

Finally,  if  Canada's  social  security  system  were  organized  on  a 
private,  fully  funded  pension  basis,  it  is  clear  that  the  concerns  over 
whether  social  security  financing  depresses  the  level  of  national  sav- 
ings and,  in  turn,  v^ether  a  lower  level  of  savings  results  in  a  lower 
real  economic  growth  would  not  be  relevant.  Indeed,  only  one  out  of  the 
four  central  issues  would  remain  -  the  proper  rate  of  return  for  a  fully 
invested  public  plan. 

The  following  sections  of  this  report  deal  with  the  appropriate 
funding  arrangements  for  a  national  pension  plan.  On  the  basis  of  the 
brief  statistical  overview  of  the  interplay  between  savings  and  invest- 
ment flows  in  the  Canadian  economy,  one  can  intuitively  grasp  that  the 
statistical  significance  of  the  first  two  issues  -  the  depressing  effect 
of  public  pensions  schemes  on  national  savings  and  capital  stock  accumu- 
lation -  may  have  been  overstated. 


A  STATISTICAL  OVERVIEW  OF  THE  FINANCING  OF  CAPITAL  PORMATIOSI  IN  CANADA 

The  aggregate  statistics  presented  here  relate  directly  to  the 
question  whether  the  existence  of  a  public  pension  system  does,  in  fact, 
alter  an  individual's  savings  decision  and  in  turn  lead  to  a  lower  level 
of  personal  and  aggregate  savings.  When  the  CPP  began  in  1966,  the  per- 
sonal savings  rate  in  Canada  was  about  6  per  cent  of  personal  disposable 
income. (4)  The  rate  drifted  slightly  downward  until  the  early  1970s  when 
it  began  to  climb,  reaching  over  10  per  cent  in  1974  (Table  1 ) .  Yet  the 
ratio  of  aggregate  savings  or  investment  to  GNP  has  remained  relatively 
constant  over  the  past  twenty-five  years.  As  well,  the  personal  savings 
ratio  has  displayed  a  wider  degree  of  variability  than  the  aggregate 
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savings  ratio  over  the  same  period,  rising  to  a  fifteen-year  high  in  the 
mid-1970s. 

Table  1 

Selected  Savings  Ratios,  1962-77 


Personal  savings 

Business 

Investment/ 

rate (a) 

investment  rate(b) 

GNP  rate(c) 

(Per  cent) 

1962 

5.0 

98.5 

16.3 

1963 

4.4 

97.3 

16.5 

1964 

4.4 

90.0 

18.3 

1965 

6.1 

83.0 

19.4 

1966 

6.2 

74.2 

20.2 

1967 

6.7 

78.0 

19.1 

1968 

5.2 

86.5 

17.6 

1969 

4.8 

81.7 

17.8 

1970 

5.2 

75.3 

17.3 

1971 

5.6 

76.0 

18.0 

1972 

7.7 

79.1 

18.1 

1973 

8.4 

86.6 

19.0 

1974 

10.2 

86.0 

19.6 

1975 

10.8 

71.2 

20.4 

1976 

10.8 

71.2 

19.9 

1977 

10.7 

70.9 

19.4 

a  Personal  savings,  excluding  change  in  farm  inventories,  as  a  propor- 
tion of  personal  disposable  incane. 

b  Corporate  and  government  business  enterprise,  undistributed  profits, 
and  capital  cost  allowances  as  a  proportion  of  gross  fixed  capital 
formation. 

c     Business  gross  fixed  capital   formation  as  a  proportion  of  OSIP. 

Source  Statistics  Canada,  National  Income  and  Expenditure  Accounts, 
1962-1976,  Cat.  13-201  (December  1977),  pp.  2-3,  6-7,  28-31;  and 
idem. ,  National  Income  and  Expenditure  Accounts,  1963-1977,  Cat. 
13-201   (November  1978),  pp.    6-7. 

Much  of  the  variability  in  the  personal  savings  rate  appears  to  be 
related  to  inflationary  trends.  IXiring  periods  when  tlie  aggregate  rate 
of  inflation  has  been  quite  low  -  say,  less  than  3  per  cent  -  the  per- 
sonal savings  rate  has  tended  to  be  below  the  fifteen-year  average.  Over 
the  past  half-decade,  v^^en  increases  in  the  rate  of  inflation  have  been 
in  the  double-digit  range,  the  personal  savings  rate  has  shifted  upward 
quite  dramatically,  despite  the  greater  income  uncertainty  (Table  2). 
During  this  period,  the  female  labour  force  participation  rate  soared 
faster  than  expected,  and  this  contributed  as  v\ell  to  an  increase  in  the 
personal  savings  rate.  In  addition,  federal  and  provincial  fiscal  incen- 
tives to  encourage  housing  purchases  canbined  with  a  sharp  rise  in  fam- 
ily formation  rates  in  the  1970s  to  augment  the  savings  rates.  Ihus  at  a 
rather  superficial  level,   the  statistics  in  Table  2  seem  to  suggest  that 
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even  if  the  CPP  has  had  a  negative  impact  on  the  personal  savings  rate 
in  this  country,  other  factors  -  inflation,  demographic  trends,  fiscal 
incentives  -  have  been  as  important  and  may  even  have  offset  any  nega- 
tive effects. 

Table  2 

Rate  of  Personal  Savings  and  Inflation,  1962-77 


Personal  sav 

'ings 

Inflation 

rate (a) 

rate(b) 

(Per  cent) 

1962 

5.0 

1963 

4.4 

1.5 

1964 

4.4 

1.3 

1965 

6.1 

2.0 

1966 

6.2 

3.3 

1967 

6.7 

3.4 

1968 

5.2 

4.1 

1969 

4.8 

3.8 

1970 

5.2 

3.6 

1971 

5.6 

2.4 

1972 

7.7 

7.0 

1973 

8.4 

7.3 

1974 

10.2 

11.0 

1975 

10.8 

10.6 

1976 

10.8 

7.2 

1977 

10.7 

7.4 

a  PerscHial  savings,  excluding  change  in  farm  in- 
ventories, as  a  proportion  of  personal  disposa- 
ble income. 

b  Annual  rate  of  change  in  implicit  price  index 
for  personal  expenditure  on  consumer  goods  and 
services. 

Source  Statistics  Canada,  National  Income  and 
Expenditure  Accounts,  1962-1976,  Cat.  13- 
201  (December  1977),  pp.  2-3,  6-7,  28-31; 
and  Statistics  Canada,  National  Income  and 
Expenditure  Accounts,  1963-1977,  Cat.  13- 
201  (November  1978),  jp.  6-7. 

This  raises  the  further  important  question  whether  an  empirical 
study  of  the  relationship  between  the  personal  savings  rate  and  the 
funding  arrangements  of  the  CPP,  including  the  other  existing  elements 
of  old  age  assistance  programs,  can  distinguish  between  the  effects  of 
the  CPP  funding  and  other  factors  that  have  changed  significantly  over 
the  postwar  period.  The  data  in  Table  3  reveal  that  personal  savings 
contribute  less  than  30  per  cent  of  the  total  supply  of  savings  to  the 
Canadian  economy.  The  principal  sources  of  savings  for  investment  pur- 
poses have  been  corporate  retained  earnings  and  capital  consumption  al- 
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18.2 

17.0 

18.1 

26.8 

29.5 

23.2 

13.4 

15.9 

4.9 

5.5 

6.4 

5.7 

6.5 

0.0 

9.2 

lowances,  which  have  generated  over  60  per  cent  of  the  funds  required  to 
finance  the  level  of  physical  capital  expenditures  undertaken  in  Canada 
over  the  past  ten  years.  Thus,  even  if  public  pension  schemes  had  a 
negative  inpact  en  the  personal  savings  rate,  unless  the  effect  were 
substantial  -  say  a  decrease  in  the  personal  savings  rate  of  40  per  cent 
or  more  -  the  effect  on  the  aggregate  savings  rate  would  have  been 
small.  Moreover,  given  the  importance  of  foreign  sources  of  savings,  it 
is  conceivable  that  any  shortfall  in  personal  savings  might  have  been 
supplemented  by  an  inflow  of  foreign  savings. 

Table  3 

Distribution  of  Savings  and  Gross  Fixed  Capital  Formation,  by  Selected 

Groups  and  Periods,  1964-76 

1964-66 (b)   1969-71   1974-76" 
(Per  cent) 
Distribution  of  savings (a) 

Persons  and  unincorporated  businesses   14.3       15.9     26.8 
Incorporated  businesses  and 
government  enterprises 
Undistributed  profits 
Capital  consumption  allowance (c) 
Government 

Surplus  (deficit) 
Capital  consunption  allowance 
Non-residents 
Capital  consumption  allowance  - 
persons  and  unincorporated  businesses  15.2       15.3     12.2 

Distribution  of  gross  fixed  capital 
formation 

Persons  and  unincorporated  businesses   22.7       20.9     24.1 
Government  18.4       17.8     15.4 

Incorporated  businesses  and 

government  enterprises 58.9 61.3 60.3 

a  Total  savings  exclude  adjustment  on  grain  transactions,  capital 
assistance,  inventory  valuation  adjustment,  and  residual  error  of 
estimate, 
b  Three-year  average, 
c  Including  miscellaneous  valuation  adjustment. 

Source  Statistics  Canada,  National  Income  and  Expenditure  Accounts, 
1962-1976,  Cat.  13-201  (December  1977),  pp.   16-17. 

A  further  issue  that  arises  in  this  connection  and  is  dealt  with 
more  coirprehensively  later  is  v^ether  savings  lead  to  investment  or  in- 
vestment to  savings.  The  available  data  cannot,  of  course,  provide  an 
easy  answer  to  this  question.  As  noted  later,  the  answer  lies  partly  in 
whether  a  short-  or  long-run  time  frame  is  being  considered  and  whether 
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or  not  t±ie  economy  is  moving  along  a  path  of  full  employment  of  labour 
and  physical  capital  resources. 

In  sum,  the  savings  and  investment  statistics  presented  in  this 
study  suggest 

-  that  there  has  not  been  a  long-run  reduction  in  the  personal 
savings  rate  since  the  CPP/QPP  began; 

-  that  even  if  the  CPP/QPP  has  marginally  reduced  Canada's  per- 
sonal savings  rate,  the  impact  on  the  aggregate  savings  rate  has 
been  insignificant;  and 

-  that  inflation,  demographic  changes,  and  fiscal  incentives  seem 
to  have  affected  the  personal  savings  rate  more  than  the  CPP/ 
QPP. 

With  these  enpirical  factors  in  the  background,  it  is  possible  to 
examine  the  theoretical  and  empirical  studies  that  link  the  funding  ar- 
rangements of  a  public  pension  scheme,  the  savings  rate,  and  the  rate  of 
physical  capital  formation.  A  major  concern  in  this  report  -  the  aging 
of  the  population  in  the  1980s  and  1990s  -  becomes  basically  a  question 
of  the  explicit  and  implicit  contractual  arrangements  under  the  two  al- 
ternative financing  arrangements  for  public  pensions,  full-  investment 
funding,  and  pay-as-you-go  financing. 


A  CCMPARISCN  OF  THE  IMPLICIT  CONTRACT  UNDER  A  PAY-AS-YOU-GO  SCHEIE  AND  A 
PRIVATE  PENSION  FUND 

A  private  firm  must  fund  its  employee  pension  plan,  for  this  is  the 
only  way  the  employees  are  guaranteed  that  their  pension  earnings  will 
be  delivered  in  the  future.  A  large  enough  reserve  must  be  accumulated 
to  finance  the  benefits  for  all  those  insured  and  to  provide  for  an  ef- 
fective real  rate  of  return  to  savings.  The  adequacy  of  the  reserve 
fund  is  judged  by  its  sensitivity  to  expected  inflow  and  outflow  of  the 
funds.  Sufficient  funds  must  be  collected  from  the  contributing  employ- 
ees and  employers,  so  that  the  discounted  value  of  the  benefit  obliga- 
tions to  be  paid  in  the  future  would  be  equal  to  the  current  value  of 
the  invesLment  fund. 

From  the  perspective  of  such  private  funding  criteria,  the  CPP  is 
already  bankrupt,  since  the  discounted  value  of  future  benefits  to  be 
paid  out  by  the  CPP  are  calculated  to  be  far  in  excess  of  the  CPP  fund 
available  today.  But  the  CPP  was  never  designed  to  be  fully  funded  on 
the  basis  described  above.  A  better  description  of  its  funding  mechanism 
is  that  although  it  is  close  to  a  pay-as-you-go  scheme,  unlike  a  pure 
pay-as-you-go  plan  the  CPP  has  a  large  contingency  fund.  But  v^at  guar- 
antees a  WDrker  contributing  to  this  scheme  that  his  pension  benefits 
will  actually  materialize? 
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The  underlying  rationale  is  that  the  worker  v*io  is  currently  in  the 
labour  force  is  indirectly  paying  for  his  future  CPP  retirement  benefits 
by  undertaking  an  inplicit  contractual  agreement  with  the  federal  gov- 
ernment. That  is,  he  is  in  effect  agreeing  to  finance  payments  for  those 
who  are  already  retired  in  exchange  for  a  commitment  that  the  government 
will  inpose  taxes  on  future  generations  of  workers  to  finance  his  own 
retirement  pension.  Under  the  framework  of  a  pay-as-you-go  plan,  no  re- 
serves need  be  accumulated  as  long  as  these  future  oommitments  are  kept. 
The  basically  unfunded  operation  of  the  current  CPP  system  is  defended 
on  the  basis  of  this  implicit  contract.  It  also  follows  that  a  pay-as- 
you-go  system  will  provide  a  worker  who  contributes  to  a  plan  a  real 
rate  of  return  on  his  contributions  that  is  roughly  equivalent  to  the 
growth  of  the  national  econcany.  If  the  national  econcmy  advanced  at  an 
average  real  rate  of  5  per  cent  annually,  the  real  return  to  pension 
contributions  would  be  5  per  cent  a  year  under  constant  contribution 
rates.  If  the  national  econcsny  stopped  growing,  with  constant  contribu- 
tion rates  there  would  be  no  real  return  to  pensioners  for  their  earlier 
contributions . 

Some  of  the  criticisms  voiced  about  the  financing  of  the  CPP  and 
its  anticipated  net  drain  of  funds  in  the  1980s  relate  to  an  uneasy 
feeling  that  many  Canadians  have  about  its  financial  soundness.  But  the 
view  that,  by  not  being  actuarially  sound,  the  CPP  is  in  fact  bankrupt 
tends  to  negate  the  value  of  the  inplicit  contract  between  the  Canadian 
public  and  the  nation's  government.  Obviously,  some  have  less  faith 
than  others  that  the  federal  government  will  raise  taxes  in  the  future 
to  finance  retirement  benefits.  Other  critics  stress  that  under  pay-as- 
you-go  financing  Canadians  may  be  unaware  that  someone  is  paying  for  re- 
tirement benefits.  In  our  view,  the  more  important  arguments  against 
pay-as-you-go  financing  of  the  CPP  relate  to  the  potential  depressing 
effect  that  nethod  may  have  an  national  savings  and  the  comparatively 
higher  returns  under  alternative  funding  arrangements. 

Saving,  Investment,  and  Capital  Formation;  The  Theoretical  Interaction 

A  nation's  stock  of  capital  increases  because  of  past  savings  and 
investment  decisions;  that  is,  a  part  of  a  nation's  production  of  goods 
and  services  is  allocated  to  investment  that  in  principle  will  increase 
the  capital  stock  and  yield  consunption  opportunities  in  the  future.  A 
distinction  must,  however,  be  made  between  real  and  financial  invest- 
ments. A  financial  investment  that  occurs  vAien  one  individual  or  insti- 
tution purchases  an  earning  asset  involves  the  direction  of  funds  to- 
wards a  particular  use  so  as  to  yield  a  financial  rate  of  return.  A  real 
investment  refers  to  the  actual  increase  in  the  physical  stock  of  capi- 
tal goods  over  time.  Real  investments  are  measured  in  terms  of  expendi- 
tures on  equipment,  plant,  and  the  residential  housing  stock,  and  it  is 
through  these  investments  that  the  physical  capacity  of  output  expands. 
A  real  investment  has  its  financial  investment  counterpart,  but  an  ag- 
gregation of  total  annual  financial  investment  far  exceeds  the  amount  of 
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real  investment,  though  financial  investment  plays  a  crucial  role  in  the 
capital  accumulation  process. 

Thus  the  decision  to  invest,  to  allocate  part  of  the  stream  of  a 
given  output  towards  capital  accumulation,  represents  a  substitution  of 
the  present  consunption  option  for  a  greater  future  consumption  oppor- 
tunity. Clearly,  then,  the  decision  to  invest  is  inherently  bound  up 
with  the  savings  decision,  and  the  relationship  between  savings  and  in- 
vestment decisions  is  integral  to  understanding  macroeconomic  develop- 
ments, both  in  the  short  and  long  runs.  The  savings  decision  involves 
abstinence;  that  is,  the  choice  of  withholding  some  available  income 
fran  the  consunption  stream.  It  is  the  investment  decision  that  allo- 
cates this  available  pool  of  income  to  physical  capital  accumulation. 

At  any  time,  the  physical  stock  of  capital  represents  the  accumu- 
lated inheritances  of  past  real  investments.  These  past  investments  re- 
quired society  to  choose  between  spending  opportunities  then  and  spend- 
ing possibilities  in  the  future.  However,  if  the  economy  has  unemployed 
resources  when  choices  are  being  made,  the  choices  are  easier.  As  long 
as  there  are  unenployed  resources,  both  present  consumption  and  present 
investment  can  increase  at  the  same  time.  Only  when  society's  resources 
are  fully  orployed  must  a  choice  be  made  between  consumption  today  and 
investment  or  capital  formation  that  will  yield  additional  "potential" 
consumption  opportunities  in  the  future. 

Alternatively,  investment  expenditures  represent  an  important  part 
of  aggregate  demand  and,  in  the  shorter  run,  a  certain  level  of  invest- 
ment expenditures,  depending  ipon  the  size  of  the  labour  force  and  the 
productivity  of  its  workers,  is  required  to  maintain  the  econony  at  full 
enployment.  This  aggregate  demand  role  for  investment  may  be  viewed  as 
a  shorter-run  role,  clearly  distinguished  from  the  longer-run  role  of 
increasing  the  productive  stock  of  capital  goods. 

In  sum,  the  very  process  of  increasing  investment  spending  results 
in  a  rise  in  total  aggregate  spending  (the  aggregate  demand  role)  and  an 
increase  in  productive  capacity  (the  aggregate  supply  role).  Thus  in- 
vestment spending  is  much  different  than  consumer  spending,  since  the 
latter  expenditures  only  affect  supply  decisions  in  an  indirect  fashion. 


NEOCLASSICAL  GROWffl  MODELS  AND  THE  APPROPRIATE  LEVEL  CF  SAVINGS 

As  noted  in  the  previous  section,  investment  or  capital  accumula- 
tion serves  two  roles  in  the  econcxrr/:  1/  investment,  as  an  element  of 
spending,  affects  the  level  of  aggregate  demand;  and  2/  investment  that 
results  in  additions  to  the  capital  stock  affects  the  potential  "supply" 
growth  rate  of  the  econony.  Our  concern  in  this  section  is  its  latter 
role:  the  role  of  savings  and  investment  as  they  relate  to  the  long- 
term  real  growth  rate  of  the  economy. 


169 


If  one  accepts  the  proposition  that  growth  in  demand  is  positively 
related  to  growth  in  investment  and,  in  turn,  growth  of  supply  is  re- 
lated to  the  level  of  investment,  one  reaches  the  basic  conclusion  of 
the  neoclassical  growth  models.  These  growth  models  postulate  that  v^en 
the  growth  of  aggregate  demand  is  equal  to  the  growth  of  supply,  the 
rate  of  growth  of  output  and  investment  is  approximately  equal  to  the 
aggregate  savings  rate  divided  by  the  capital/output  ratio. (5)  Invest- 
ment and  capital  stock  growth  rates  are  positively  correlated  with  the 
savings  rate,  and  in  the  short  run  they  increase  together.  However,  as 
the  growth  rate  of  the  capital  stock  begins  to  exceed  the  growth  rate  of 
the  labour  force,  the  increase  in  the  capital/labour  ratio  brings  about 
decreasing  returns  to  the  additional  capital  stock,  and  eventually  the 
increased  capital/output  ratio  offsets  the  increase  in  the  savings  rate 
and  returns  the  growth  rate  of  the  capital  stock  and  investment  back  to 
the  natural,  long-run  equilibrium  growth  rate. 

The  natural  growth  rate  of  the  econany  is  determined  by  the  sum  of 
the  growth  rates  of  the  labour  force  and  productivity,  and  in  the  long 
run  such  growth  is  independent  of  the  savings  rate.  Changes  in  savings 
propensities  will  only  have  a  short-term  effect  on  the  growth  rate, 
though  over  the  longer  term  the  capital/labour  ratio  and  the  level  of 
output  per  capita  will  increase  with  higher  savings  rates.  Consequently, 
even  though  changes  in  the  savings  rate  cannot  alter  the  long-term  equi- 
librium growth  rate  of  the  economy  in  the  neoclassical  growth  models, 
the  savings  rate  can  determine  the  per  capita  output  levels  for  the  sys- 
tem. Hence,  in  the  growth  model,  an  inadequate  level  of  savings  trans- 
lates into  a  suboptimal  level  of  output  and  consumption.  This  conclu- 
sion is  at  the  heart  of  much  of  the  debate  on  the  depressing  effect  of 
pay-as-you-go  social  insurance  schemes  on  national  levels  of  savings. 
But  while  a  higher  savings  rate  increases  the  capital/labour  ratio  and 
output  per  capita  over  time,  consumption  during  the  short-term  adjust- 
ment period  is  reduced.  Thus  a  100  per  cent  savings  rate  is  not  opti- 
mal; nor  is  a  savings  rate  of  zero. 

Phelps  has  developed  a  "golden  rule"  of  savings,  arguing  that  if 
intertenporal  and  intergenerational  utility  comparisons  are  ignored  a 
savings  rate  exists  that  will  result  in  optimum  per  capita  consumption 
over  time.  (6)  This  optimum  savings  rate  and  concomitant  optimum  capi- 
tal/labour and  capital/output  ratios  are  reached  when  the  profit  rate 
(profit  per  unit  of  capital)  equals  the  natural  growth  rate  of  the  econ- 
any. When  the  profit  rate  exceeds  the  natural  growth  rate  of  the  econ- 
omy, the  capital  stock  is  suboptimal;  when  the  profit  rate  is  lower  than 
the  natural  growth  rate  of  the  econcmy,  the  capital  stock  is  superopti- 
mal.  Thus  in  Phelps's  framework,  the  savings  rate  and  the  growth  rates 
of  investment  and  the  capital  stock  are  not  optimal  v\^enever  the  profit 
rate  is  not  equal  to  the  natural  growth  rate  of  the  econany.  Much  of  the 
debate  on  the  optimal  savings  rate  in  a  growth  model  can  be  traced  back 
to  this  argument. 
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But  Samuelson  has  argued  that  Phelps's  golden  rule  and  the  golden 
path  of  capital  accumulation  are  not  necessarily  optimal  from  the  point 
of  view  of  the  current  generation,  which  may  have  to  forgo  some  consump- 
tion in  order  to  increase  the  savings  rate  when  the  rate  is  suboptimal. 
(7)  Thus  it  is  necessary,  in  order  to  determine  the  most  desirable  level 
of  savings  from  the  point  of  view  of  the  current  generation,  to  compare 
future  per  capita  income  and  consumption  with  their  present  levels. 
Samuelson  concluded  that  if  the  divergence  between  the  present  and  the 
golden  rule  savings  rate  is  small  and  the  planning  horizon  is  quite 
long,  then  it  is  desirable  to  adopt  policies  that  will  in  effect  curtail 
consumption  in  the  present  period  and  increase  the  savings  rate  within  a 
short  period  of  time  to  the  golden  rule  level.  However,  if  the  diver- 
gence between  present  and  optimum  savings  rates  is  rather  large  and 
future  incomes  are  discounted  quite  heavily,  then  the  present  optimum 
savings  rate  may  be,  and  in  fact  is  likely  to  be,  lower  than  Phelps's 
golden  rule  value. 

It  appears,  then,  that  the  sirrple  neoclassical  growth  model  pro- 
vides us  with  a  criterion  for  determining  whether  or  not  the  present 
savings  rate  is  desirable  in  a  timeless  framework.  But  the  necessity  of 
making  intertemporal  utility  comparisons  leaves  a  policy-maker  with  no 
sound  basis  for  determining  whether  or  not  the  present  savings  rate  is 
too  low.  The  apparent  "unambiguous"  claim  that  the  savings  rate  is  at 
its  optimum  value  vrfien  the  profit  rate  equals  the  natural  growth  rate  of 
the  econcsny  is,  upon  closer  inspection,  ambiguous  when  the  consumption 
and  saving  preferences  of  the  current  generation  are  considered. 

EX^en  on  the  basis  of  the  very  strict  assumptions  in  the  neoclassi- 
cal growth  models,  it  cannot  be  argued  tliat  there  is  a  single  optimum 
savings  rate  that  should  be  the  target  for  policy-makers.  When  the 
assumptions  iiriplicit  in  the  growth  models  are  closely  inspected,  the 
irrelevance  of  the  concept  of  the  optimum  savings  rate  becomes  clear. 
Several  of  the  more  stringent  assumptions  that  reduce  further  the  appli- 
cability of  these  models  as  tools  for  policy-making  are: 

-  While  savings  and  investment  decisions  are  made  by  a  large  num- 
ber of  possibly  separate  individuals,  decisions  are  co-ordinated 
through  the  c^seration  of  the  interest  rate;  in  effect,  the  in- 
terest rate  determines  the  investment  rate. 

-  The  economy  is  always  operating  at  full  errployment. 

-  The  economy  is  generally  assumed  to  be  closed;  that  is,  there 
are  no  international  flows  of  financial  capital  and  no  foreign 
trade . 

-  Finally,  various  types  of  capital  can  be  aggregated  into  a  sin- 
gle homogeneous  measure  and  thus  a  single  profit  rate  can  be  de- 
termined  for  the  econcsny. 
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Let  us  cxDnsider  each  of  these  assumptions  in  turn. 

It  is  obvious  that  the  assumption  about  the  interdependence  of  sav- 
ings and  investment  tends  to  run  counter  to  the  basic  Keynesian  frame- 
work for  an  underemployed  national  econon^.  It  also  appears  to  be  incon- 
sistent with  the  importance  of  business-generated  savings  for  the  finan- 
cing of  investments.  In  the  sinple  Keynesian  framework,  we  encounter 
the  famous  paradox  of  thrift;  that  is,  a  higher  level  of  savings  will 
result  in  a  lower  level  of  consumption,  and  the  lower  level  of  aggregate 
demand  will,  in  turn,  lead  to  lower  levels  of  investment  and  income.  In 
equilibrium,  in  the  simple  Keynesian  model,  the  higher  savings  rate  will 
eventually  lead  to  a  lower  volume  of  savings  as  well  as  to  a  lower  vol- 
ume of  investment  and  income. 

In  contrast,  in  the  neoclassical  growth  models,  the  higher  the  rate 
of  interest  the  lower  the  level  of  investment  and,  conversely,  the  lower 
the  rate  of  interest  the  higher  the  level  of  investment.  In  this  frame- 
work, by  increasing  the  flow  of  funds  available  for  investment,  a  higher 
volume  of  savings  will  drive  down  the  interest  cost  of  the  investments. 
This  will  in  turn  increase  the  desired  capital  stock  and  generate  a 
higher  flow  of  investment.  By  ignoring  the  "animal  spirit  of  capital- 
ists" and  the  importance  of  sales  expectations  in  influencing  the  in- 
vestment decision,  the  notion  of  the  impact  of  a  higher  savings  rate  on 
the  long-run  capital  stock  in  the  neoclassical  model  is  inconsistent 
with  the  Keynesian  framework  and  the  predominant  reality. (8) 

Indeed,  it  is  more  plausible  to  argue  that  a  lower  level  of  con- 
sumption resulting  from  a  higher  level  of  savings  will  adversely  affect 
sales  expectations  on  the  part  of  the  business  community  and  over  time 
lead  to  lower  levels  of  capacity  utilization,  lower  rates  of  return  on 
capital,  and  lower  levels  of  investment.  It  is  also  more  reasonable  to 
postulate  that  the  rate  of  investment  and  the  subsequent  rate  of  growth 
of  the  economy  will  determine  the  level  of  savings,  rather  than  the  re- 
verse. Marglin  has  advanced  this  view  that  the  level  of  investment  de- 
termines the  rate  of  savings  as  the  basis  of  his  alternative  theory  of 
consumption  and  savings. (9) 

The  reversal  of  the  cause  and  effect  roles  between  savings  and  in- 
vestment between  the  long-run  neoclassical  model  and  the  short-run  Key- 
nesian framework  becomes  sharper  vrfien  considered  in  the  context  of  the 
full-employment  assumption  of  the  neoclassical  models.  It  is  conceiv- 
able that,  if  full  employment  were  continuously  being  achieved,  expecta- 
tions for  investment  would  then  be  favourable  and  the  availability  and 
cost  of  funds  would  dictate  the  actual  level  of  investment.  However, 
when  the  econcmy  is  not  operating  at  full  employment,  the  principal  con- 
straint on  the  level  of  investment  is  not  the  availability  or  the  cost 
of  funds  but  the  attractiveness  of  new  investment  ventures.  During  per- 
iods of  sluggish  economic  activity,  low  levels  of  capacity  utilization, 
and  high  levels  of  uncertainty,  the  profit  expectations  associated  with 
an  investment  venture  are  likely  to  contain  a  high-risk  discount  factor 
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that  reduces  the  attractiveness  of  most  investment  opportunities.  A 
modest  change  in  the  rate  of  interest  is  highly  unlikely  to  compensate 
for  the  high  discount  factor  in  such  periods.  For  example,  if  a  firm 
assumes  a  risk  discount  factor  of  10  per  cent  in  attempting  to  calculate 
the  present  net  worth  of  future  profit  flows  associated  with  a  particu- 
lar investment  project,  an  assumed  decline  of  1  percentage  point  in  the 
prevailing  rate  of  interest,  say  from  10  per  cent  to  9  per  cent,  amounts 
to  only  a  5  per  cent  decline  in  the  overall  discount  factor  -  the  rate 
of  interest  plus  the  risk  premium.  Obviously,  the  greater  the  risk  pre- 
mium the  smaller  the  effect  of  changes  in  the  rate  of  interest  on  pres- 
ent value  calculations  undertaken  in  evaluating  and  comparing  investment 
opportunities.  If  a  sinple  pay-off  period  rule  were  adopted  by  firms, 
changes  in  the  rate  of  interest  would  have  little  bearing  en  the  pay-off 
period.  More  likely  the  expectations  and  attitudes  of  the  business  ooin- 
munity  about  their  future  sales  levels  and  profitability  would  be  much 
more  important  in  determining  the  length  of  the  pay-off  period  than 
would  the  rate  of  interest. 

Since  over  the  past  twenty-five  years  in  Canada  the  economy  has 
operated  within  a  full-employment  zone  for  no  more  than  three  to  four 
years,  a  less  than  full-employment  assumption  seems  to  be  the  more  ap- 
propriate one  to  use  vAien  evaluating  the  relationship  between  investment 
and  savings.  In  such  situations  not  only  are  expectations  more  impor- 
tant in  influencing  the  level  of  investment  activity  and  hence  the  rate 
of  growth  of  real  GNP  (and  the  resulting  volume  of  savings),  but  at  the 
same  time  there  is  no  need  to  sacrifice  consumption  in  order  to  free 
funds  for  investment  spending.  Resources  can  be  put  to  work  to  produce 
both  consumer  goods  and  capital  goods  without  forcing  substitutions  be- 
tween production  of  different  groups  of  conmodities. 

The  relationship  between  investment  and  savings,  as  postulated  by 
neoclassical  econonists,  breaks  down  even  further  if  we  assume  an  open 
econcsny  with  a  free  flow  of  trade  and  financial  capital  between  the 
Canadian  econony  and  the  rest  of  the  world.  The  Canadian  economy  is 
clearly  cpen,  having  no  foreign  exchange  controls.  And  although  the 
Foreign  Investment  Review  Agency  (FIRA)  was  set  up  to  serve  as  a  screen- 
ing device  and  hence  as  a  barrier  to  the  inflow  of  capital,  it  has  not 
proven  to  be  much  of  a  deterrent. 

In  the  extreme  case  of  perfect  financial  capital  flows  among  coun- 
tries, the  danestic  rate  of  interest  in  a  country  would  exactly  equal 
the  international  rate  of  interest,  allowing  for  risk  differentials, 
exchange  rate  differences,  and  expectations  about  future  movements  in 
exchange  rates.  Moreover,  the  domestic  rate  of  interest  would  be  deter- 
mined, even  accepting  the  remaining  neoclassical  assunptions,  not  by  the 
flow  of  savings  and  investment  within  the  country,  but  by  the  flows  of 
savings  and  investment  internationally.  In  such  a  case,  a  higher  level 
of  domestic  savings  would  not  necessarily  lead  to  a  higher  level  of 
domestic  investment  if  the  profit  opportunities  were  more  attractive 
elsewhere. 
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In  a  rrare  plausible  situation  in  v^^iich  it  is  assuined  that  there  are 
impediments  to  international  financial  capital  flows,  the  aggregate 
level  of  investment  in  Canada  would  be  more  dependent  upon  domestic  and 
international  business  expectations  of  sales,  demands,  and  profitability 
in  Canada.  If,  for  some  reason,  Canada  were  to  becone  a  more  attractive 
place  than  other  countries  in  vtiich  to  invest,  then  savings  would  flow 
into  the  country  from  abroad  to  make  up  any  deficit  in  the  level  of 
finance  that  might  occur  domestically.  Once  again  the  level  of  invest- 
ment would  generate  the  savings  flow  necessary  to  finance  the  capital 
expenditures. 

Turning  our  attention  to  another  matter,  we  note  that  neoclassical 
growth  models  have  focused  primarily  on  physical  capital  accumulation 
and  have  ignored  to  a  large  extent  investment  in  non-physical  capital, 
such  as  human  capital.  The  introduction  of  human  capital  into  the  anal- 
ysis complicates  growth  models  in  at  least  two  ways.  First,  the  link  be- 
tween savings  and  investment  becomes  more  direct  on  a  personal  level  and 
cannot  necessarily  be  monitored  with  statistics.  A  significant  pro- 
portion of  the  savings  undertaken  by  individuals  is  generally  geared 
towards  investments  in  themselves;  that  is,  in  the  enhancement  of  human 
capital.  Thus,  the  desired  level  of  human  capital  accumulation  to  some 
extent  determines  the  level  of  savings  that  will  be  undertaken  by 
individuals. 

The  second  complicating  factor  that  arises  v*ien  introducing  human 
capital  into  the  analysis  is  the  index  number  problem.  While  growth  mod- 
els can  be  developed  in  one-CGsmodity  and  two-commodity  worlds  so  that 
the  problems  of  aggregating  the  capital  stock  are  minimized,  the  intro- 
duction of  an  alternative  form  of  capital  that  is  not  directly  compara- 
ble to  physical  capital  makes  it  more  difficult  to  aggregate  the  capital 
stock  to  cone  up  with  aie  distinct  measure  and  one  corresponding  rate  of 
return  on  capital.  In  other  vsords,  if  the  capital  stock  cannot  be  mea- 
sured in  terms  of  a  single-commodity  unit,  then  there  is  no  sense  to  the 
statement  that  there  is  a  distinct  rate  of  return  per  unit  of  capital. 

The  introduction  of  human  capital  also  raises  the  question  whether 
the  accumulation  of  physical  capital  adds  more  to  achieving  the  desired 
output  per  capita  value  than  does  an  increase  in  human  capital.  Let  us 
assume  that  the  physical  capital  and  the  adjusted  labour  supply  are  ini- 
tially increasing  at  the  natural  growth  rate.  Then,  as  a  result  of  some 
specific  government  action,  the  savings  rate  is  increased.  Would  the 
effect  of  an  additional  sum  spent  on  physical  capital  accumulation  be 
greater  or  less  on  the  achievable  output  per  capita  level  than  the  ef- 
fect of  an  equal  sum  spent  on  the  rate  of  investment  on  human  capital? 

Standard  neoclassical  theory  provides  us  with  no  insights  into  this 
particular  question.  However,  studies  concerned  with  the  so-called  re- 
sidual explanation  of  economic  growth,  such  as  those  by  Denison  and 
Wilson  and  Lithwick  seem  to  provide  some  answers.  (10)  These  studies, 
which  attenpt  to  account  for  the  portion  of  the  rate  of  real  growth  that 
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cannot  be  explained  by  increases  in  the  quantities  of  the  factor  inputs, 
primarily  labour  and  capital,  have  uncovered  the  fact  that  the  unac- 
counted factor  or  residual  of  economic  growth  is  quantitatively  much 
more  important  than  the  rate  of  physical  capital  accumulation.  Gener- 
ally, while  the  rate  of  growth  of  the  capital  stock  has  accounted  for 
between  15  and  40  per  cent  of  the  overall  rate  of  growth  of  real  GNP, 
the  residual  has  generally  accounted  for  50  per  cent  or  more  of  the 
overall  rate  of  real  growth. 

Among  the  principal  factors  explaining  the  residual  are  improve- 
ments in  tlie  quality  of  the  inputs,  and  particularly  improvements  in  the 
quality  of  labour,  as  well  as  those  in  the  organization  of  production. 
Superficially,  such  studies  imply  that  enhanced  human  capital  will  con- 
tribute much  more  to  Canadian  economic  growth  during  the  short-term  ad- 
justment period  than  would  an  increase  in  the  physical  capital  stock. 
But  it  is  possible  that  a  significant  proportion  of  the  so-called  resid- 
ual is  embodied  in  the  physical  capital  stock.  If  technological  progress 
is  included  in  the  capital  stock  measure,  a  low  rate  of  growth  of  physi- 
cal investment  will  quickly  lead  to  a  lower  rate  of  real  growth  and 
truly  a  smaller  role  for  these  residual  factors.  It  is  likely  then  that 
studies  of  the  Denison  type  have  underestimated  the  short-  to  medium- 
term  inpact  of  physical  capital  accumulation  on  the  growth  rate  of  the 
economy. 

Finally,  several  ambiguities  have  crept  into  the  analysis,  especi- 
ally in  the  measurement  of  the  profit  rate  and  the  so-called  social  rate 
of  return  on  capital.  Robinson,  a  staunch  critic  of  neoclassical  econom- 
ics, has  persistently  attacked  the  notion  that  a  single  measure  of  the 
capital  stock  can,  in  fact,  be  determined  and  that  as  a  result  there  can 
be  no  such  thing  as  a  profit  rate  or  rate  of  return  on  capital. (11) 
Without  going  into  the  ccaiplexities  of  her  analysis,  her  main  criticism 
is  predicated  upon  the  index  number  problem  of  aggregating  heterogeneous 
commodities  into  a  single  measure.  The  critical  question  in  this  type 
of  aggregation  process  is  virf:iat  weights  should  be  used  in  the  aggrega- 
tion. Unfortunately,  economic  theory  establishes  no  clearcut  rules  for 
determining  the  cptimal  weights  to  be  used. 

While  Robinson's  critique  invalidates  to  a  considerable  extent  the 
notion  that  there  is  a  single  rate  of  return  on  capital,  this  problem 
can  be  circumvented  by  measuring  the  capital  stock  and  the  rate  of  re- 
turn in  dollar  terms.  This  procedure  may  not  be  theoretically  correct, 
but  it  is  widely  used  and  serves  as  the  basis  for  determining  the  rates 
of  return  that  have  been  widely  quoted  and  used  in  both  theoretical  and 
enpirical  discussions  of  the  optimal  financial  arrangements  for  social 
insurance  plans. 

Feldstein  has  used  such  rates  of  return  to  support  his  contention 
that  the  levels  of  savings  and  capital  accumulation  in  the  United  States 
are  suboptimal.  According  to  him,  the  private  rate  of  return  is  in  ex- 
cess of  the  after-tax  yield  to  savers  and  because  of  this  wedge  between 


175 


return  to  investment  and  return  to  savers  there  has  been  an  inadequate 
level  of  savings.  The  inadequacy  of  savings  that  occurs  as  a  result  of 
this  differential  in  rates  of  return  and  rates  of  interest  is  a  result 
of  government  intervention  in  the  capital  market,  and  the  U.S.  social 
insurance  system  represents  one  component  of  this  intervention.  Conse- 
quently, instead  of  dispensing  with  the  social  insurance  program,  Feld- 
stein  argues  that  changes  in  the  tax  treatment  of  income  from  capital 
would  appear  to  be  more  appropriate. (12) 

However,  there  remains  the  question  of  the  extent  of  the  differen- 
tial between  the  return  on  capital  and  the  return  to  savers.  The  data 
used  in  constructing  these  rates  of  return  were  not  calculated  on  the 
marginal  investments  undertaken  in  the  economy  but  were  averaged  over  a 
large  number  of  firms.  (13)  Consequently,  if  the  supposition  is  made 
that  the  marginal  product  of  capital  declines  as  the  capital  stock  in- 
creases and  that,  in  turn,  the  rate  of  return  to  capital  in  equilibrium 
is  equal  to  the  marginal  productivity  of  capital,  the  average  rate  of 
return  would  likely  be  in  excess  of  the  marginal  rate  of  return.  Fur- 
ther, it  is  the  marginal  rate  of  return  that  is  relevant  for  comparisons 
between  the  rate  of  return  on  investment  and  the  rate  of  return  to  sav- 
ers. If  the  marginal  rate  of  return  is  truly  below  the  average  rate  of 
return,  the  real  gap  -  if  it  exists  -  must  be  smaller  than  that  calcu- 
lated by  Feldstein.  In  addition,  the  private  and  social  rates  of  return 
at  the  margin  would  be  lower  than  estimated  by  Jenkins  with  Canadian 
statistics. 

To  summarize  the  main  points  raised  in  this  section: 

-  This  concept  of  an  "optimum"  savings  rate  is  embedded  in  the 
neoclassical  literature  describing  the  long-term  economic  growth 
prospects  for  a  very  simple  econcsny. 

-  The  optimum  savings  rate  is  defined  as  the  ratio  of  savings  to 
output  that  would  maximize  consumption  opportunities  over  time. 
In  these  models,  a  higher  savings  rate  within  limits  leaves  the 
long-run  growth  rate  of  the  economy  unchanged  but  results  in 
higher  levels  of  per  capita  consumption. 

-  These  models  imply  or  assume  that  savings  lead  to  investment, 
not  vice  versa;  the  economy  is  fully  employed;  generations  of 
people  will  never  change  their  savings,  investment,  and  consump- 
tion decisions;  there  is  no  international  trade  and  no  foreign 
capital  flows;  and  the  well-known  law  of  "diminishing  returns" 
applies  to  f^ysical  investment. 

-  The  long-term  neoclassical  growth  model  and  its  notion  of  an  op- 
timum savings  rate  are  interesting  intellectual  tools,  but  make 
little  sense  v^en  compared  with  the  realities  of  the  Canadian 
economy.  In  Canada's  case,  underemployment  rather  than  full  att- 
ployment  has  tended  to  predominate;  consumption  and  investment 
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may  be  increased  simultaneously;  investment  determines  savings, 
rather  than  vice  versa;  and  finally,  Canada's  economy  produces 
both  goods  and  services.  At  least  50  per  cent  of  our  GNP  is  pro- 
duced by  the  service  sector,  while  an  additional  25  per  cent  is 
derived  from  foreign  trade. 

In  our  view,  then,  the  neoclassical  growth  models  cannot  be  applied 
to  the  reality  of  the  Canadian  economy.  These  simple  models  describe  a 
mythical  situation,  and  the  concept  of  optimum  savings  derived  from  them 
provides  little  help  to  Canadian  policy-makers  facing  an  economy  that  is 
vastly  mDre  complicated.  In  the  growth  model  world,  a  significantly 
higher  savings  rate  would  result  in  a  higher  future  standard  of  living. 
In  Canada's  case,  a  higher  savings  rate  would  reduce  consumption  and 
lead  to  lower  growth  rates  and  higher  unemployment. 


SAVINGS  AND  THE  LIFE-CYCLE  HYPOTHESIS 

Just  as  the  empirical  findings  about  social  security  financing  and 
levels  of  national  savings  are  ambiguous,  the  life-cycle  hypothesis  of 
individual  saving  and  spending  provides  a  rather  tenuous  foundation  for 
empirical  studies.  The  life-cycle  model,  which  originated  with  Ando  and 
Modigliani  was,  in  fact,  based  tpon  a  simple  two-period  model  of  saving 
and  consumption  expounded  by  Fisher. (14)  In  Fisher's  model,  individuals 
work  during  the  first  period  of  their  lives  and  do  not  work  during  the 
second  period.  They  are  fully  aware  of  the  rate  of  interest  that  their 
savings  will  earn  during  the  first  period,  and  hence  their  decision  on 
saving  and  spending  involves  determining  the  cptimal  amount  of  time  they 
should  work  during  the  first  period  and  the  optimal  level  of  savings 
they  should  accumulate  to  provide  them  with  an  incone  during  the  second 
or  retirement  period.  In  this  simple  framework,  individuals  save  during 
their  working  years  and  dissave  during  their  retirement  years.  Ando  and 
Modigliani  extended  this  sinple  two-period  model  to  cover  an  arbitrary 
number  of  periods.  In  their  model,  the  average  individual  is  expected 
to  dissave  during  early  years  in  the  labour  force,  save  during  the  mid- 
dle and  later  years  in  the  labour  force,  and  dissave  during  the  retire- 
ment years.  Thus  saving  is  a  means  of  smoothing  out  the  stream  of  life- 
time consumption. 

Feldstein  applied  this  life-cycle  framework  to  postulate  that  a  so- 
cial security  system  has  two  offsetting  effects  on  the  level  of  savings 
during  the  pre-retirement  period:  "(1)  it  reduces  personal  saving  be- 
cause it  substitutes  for  household  assets,  but  (2)  it  also  increases 
personal  savings  because  it  lengthens  the  period  of  retirement  over 
which  accumulated  assets  will  be  spread.  The  net  effect  of  the  pension 
depends  on  the  relative  strength  of  these  two  forces."  (15)  Since  Feld- 
stein, who  is  the  most  ardent  supporter  in  the  United  States  of  the  view 
that  the  social  security  system  has  significantly  lowered  the  aggregate 
savings  rate  and  in  turn  the  level  of  capital  formation,  cannot  arrive 
at  an  unambiguous  conclusion  about  the  relationship  between  the  social 
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security  funding  and  the  savings  decision,  we  are  compelled  to  question 
whether  the  life-cycle  model  is  a  useful  theoretical  tool.  If  we  accept 
the  life-cycle  model  and  apply  it  to  an  econony  with  a  population  grow- 
ing at  a  constant  rate  with  a  constant  age  distribution,  the  implica- 
tions for  aggregate  personal  savings  are  that  the  sum  of  the  savings  by 
individuals  will  be  exactly  offset  by  the  sum  of  the  dissavings  of  those 
who  have  retired.  That  is,  if  we  rule  out  a  desire  by  individuals  to 
leave  an  estate,  then  each  individual's  lifetime  savings  will  be  equal 
to  zero,  and  hence  there  will  be  no  aggregate  savings. 

But  this  conclusion  obviously  does  not  hold  if  there  is  an  incen- 
tive on  the  part  of  individuals  to  save  in  order  to  leave  an  inheritance 
for  future  generations.  This  is  important,  for  if  the  major  impact  of  a 
public  social  security  plan  is  to  reduce  the  level  of  savings  during  the 
pre-retirement  years,  then  one  can  rightly  argue  that  the  total  effect 
will  be  to  leave  the  zero  net  lifetime  level  of  savings  unchanged,  since 
the  level  of  dissaving  during  retirement  years  will  be  reduced.  Even  if 
we  have  a  situation  in  which  estates  are  to  be  left  and  personal  savings 
are  in  aggregate  positive,  the  effects  of  a  fully  mature  social  security 
system  will  be  to  leave  the  positive  level  of  savings  unchanged.  This 
conclusion  holds  for  mature  social  security  systems  v\^ether  the  plan  is 
pay-as-you-go  or  fully  funded.  Hence  from  a  theoretical  point  of  view, 
and  based  on  the  life-cycle  model,  for  a  social  security  system  to  have 
an  adverse  iirpact  on  the  aggregate  personal  savings  rate,  there  must  be 
either  a  change  in  the  age  distribution  of  the  population  and/or  per- 
sonal differences  in  desires  to  leave  estates  for  future  generations. 

A  second  question  that  arises  in  conjunction  with  the  use  of  the 
life-cycle  model  is  v^ether  or  not  it  is  superior  to  what  Marglin  has 
labelled  myopic  decision  rules  that  have  nothing  to  do  with  lifetime 
optimization. (16)  In  effect,  is  the  life-cycle  model,  or  its  cousin  the 
permanent  income  hypothesis,  superior  to  the  simple  Keynes ian  consump- 
tion function  theory  or  the  more  sophisticated  relative  income  hypothe- 
sis postulated  by  Duesenberry?(17)  Unfortunately,  this  issue  cannot  be 
resolved  empirically,  as  the  evidence  does  not  overwhelmingly  support 
the  life-cycle  or  permanent  income  hypothesis  or  the  relative  income  hy- 
pothesis. If  the  latter  theory  is  indeed  more  relevant  for  describing 
the  savings-consumption  decision  by  individuals,  then  there  is  no  basis 
for  arguing  that  a  social  security  system  can,  in  fact,  alter  the  sav- 
ings decision  and  have  a  possible  negative  impact  on  the  aggregate  sav- 
ings rate.  This  is  a  fairly  important  point  to  keep  in  mind,  for  the 
enpirical  findings  of  Feldstein  and  Munnell  are  only  valid  if  one  ac- 
cepts the  underlying  life-cycle  model.  (18)  If  one  rejects  that  model 
and  accepts  in  turn  the  supposedly  less  rigorous  relative  incane  hypoth- 
esis, then  there  is  no  theoretical  basis  for  including  some  measure  of 
public  pension  wealth  in  explanations  of  national  consumption. 

Marglin,  in  criticizing  the  life-cycle  hypothesis,  correctly 
pointed  out  that  "it  is  too  general  to  be  contradicted  by  any  conceiva- 
ble eirpirical  evidence,  and  therefore  too  general  to  be  confirmed."  (19 ) 
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Moreover,  he  argued,  "in  an  uncertain  world,  'lifetime'  resources  must 
necessarily  be  a  subjective,  unmeasurable  magnitude  subject  to  continued 
revision  by  decision  makers,  vtiose  consistency  over  time  with  the  axioms 
of  revealed  preference  is  in  principle  unverif iable."  In  other  words, 
given  the  high  degree  of  uncertainty  associated  with  future  incomes  as 
well  as  future  rates  of  return,  individuals  who  adopt  a  life-cycle  atti- 
tude towards  savings  and  consumption  must,  of  necessity,  apply  a  high 
discount  rate  to  future  incomes  in  order  to  allow  for  the  considerable 
risk  associated  with  the  future.  Therefore,  current  consumption  is,  to  a 
large  extent,  dependent  upon  current  income  and  expectations  of  incomes 
one  or  two  periods  into  the  future.  Consequently,  as  Marglin  has  empha- 
sized, "the  lessons  of  the  life-cycle  and  permanent  income  hypothesis 
at  most  that  current  consumption  is  not  determined  by  current  income 
alone,  the  hypothesis  which  (as  Friedman  points  out)  no  one  would  main- 
tain in  its  pure  form  unless  he  expected  to  find  orgies  of  consumption 
on  pay  days  and  abstinence  at  all  other  times." (20) 

Thus,  in  light  of  the  theoretical  inadequacies  of  the  life-cycle 
hypothesis,  CHie  must  be  sceptical  of  the  results  produced  from  the  econ- 
ometric analyses  using  this  hypothesis  as  a  basis  for  estimating  the  im- 
pact of  public  pensions  on  national  savings  and  consumption. 


THE  MIXED  EMPIRICAL  FINDING  ON  THE   IMPACT  OF  SOCIAL  SECURITY  FINANCING 
AND  NATIONAL  SAVINGS 

Just  as  neoclassical  growth  theory,  when  examined  carefully,  is 
inconclusive  on  v*iat  should  be  the  appropriate  level  for  the  national 
savings  rate,  there  is  no  clear  consensus  about  the  impact  of  public 
pensions  on  aggregate  savings. 

The  studies  of  Katona  and  Cagan  concluded  that  persons  covered  by 
private  pension  schemes  saved  more  than  individuals  vho  v/ere  not  covered 
by  such  pensions.  Neither  Katona  nor  Cagan  used  the  life-cycle  hypoth- 
esis as  a  basis  for  specifying  their  structural  relationships.  Cagan 
analyzed  the  1958-59  savings  behaviour  of  more  than  15,000  Consumer 
Reports  subscribers  and  attributed  the  results  to  a  recognition  effect: 
participation  in  the  pension  plan  calls  attention  to  retirement  needs 
and  leads  individuals  to  increase  provisions  for  retirement. (21)  Katona 
gathered  survey  data  frcm  personal  interviews  with  approximately  2,000 
families  in  1962  and  1963  and,  like  Cagan,  found  that  pension  plans  in- 
creased personal  savings.  (22)  Katona 's  explanation  of  this  phenomenon 
was  that  pension  plans  make  retirement  goals  feasible  and  that  workers 
both  raise  their  retirement  incone  goals  and  intensify  their  savings  ef- 
forts. Thus  both  of  these  studies  suggested  that  individual  preferences 
for  future  versus  present  incone  is  changed  by  participation  in  a  pen- 
sion plan  as  workers  choose  to  reduce  consumption  or  correspondingly  in- 
crease savings  during  their  working  years  in  order  to  finance  increased 
consumption  during  retirement. 
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Feldstein  used  the  life-cycle  framework  for  his  study  on  the  sta- 
tistical relation  between  aggregate  consumption  and  income,  corporate 
retained  earnings,  non-social  security  wealth,  and  a  constructed  social 
security  wealth  variable  in  the  United  States  for  the  1929-71  period, 
excluding  the  war  years.  In  this  study,  Feldstein  concluded  that  social 
security  wealth  reduced  the  level  of  personal  savings  in  1971  by  about 
50  per  cent.  He  estimated  that  this  reduction  in  the  savings  rate  re- 
duced the  U.S.  capital  stock  by  between  40  and  60  per  cent  in  1971  and 
this,  in  turn,  resulted  in  a  reduction  in  GNP  of  between  11  and  15  per 
cent. (23) 

Munnell,  using  longitudinal  data  collected  by  the  U.S.  Department 
of  Labor  over  a  five-year  period  from  1966  to  1971,  tested  the  life- 
cycle  hypothesis  for  a  sub-sample  of  otiployed  male  heads  of  households 
who  were  between  45  and  59  years  of  age  in  1966.  Without  going  into  the 
details  of  her  various  tests,  Munnell  concluded  that  her  results  support 
Feldstein' s  contention  and  "directly  contradict  the  findings  of  earlier 
studies  by  Cagan  and  Katona  that  persons  covered  by  private  pensions 
saved  more  than  those  not  covered.  This  study,  however,  differs  from 
earlier  ones  in  important  respects  which  may  explain  why  previous  ef- 
forts have  failed  to  pick  up  the  effect  found  here.  We  have  focused 
solely  an  the  saving  behavior  of  the  heads  of  households  in  the  pre- 
retirement years.  For  these  people,  providing  for  retirement  is  the 
primary  saving  motive,  and,  therefore,  these  should  be  the  people  whose 
savings  behavior  is  most  sensitive  to  pension  coverage." (24) 

Barro  has  further  complicated  the  issue  by  presenting  empirical 
evidence  that  the  social  security  system  in  the  United  States  may  not 
affect  the  level  of  personal  savings  at  all.  According  to  him,  the 
intergenerational  transfer  through  the  social  security  system  may  be 
offset  by  voluntary  transfers  as  the  aged  leave  larger  bequests  or  re- 
ceive less  support  fran  their  children. (25) 

In  Canada,  the  empirical  findings  have  been  just  as  ambiguous.  In 
an  attempt  to  replicate  Feldstein 's  findings  in  a  Canadian  setting, 
Ilkiw  modified  Feldstein' s  structural  relationship  and  observed  that 
from  1952  -  the  year  the  universal  Old  Age  Security  program  was  intro- 
duced -  to  1975,  the  personal  savings  rate  in  Canada  fell  a  total  of  3.1 
percentage  points,  or  22  per  cent.  This  reduction  in  personal  savings 
translated  into  an  8.1  per  cent  reduction  in  the  level  of  Canada's  cap- 
ital stock,  according  to  Ilkiw. (26)  But  his  analysis  neglected  the  fact 
that,  v^ereas  the  social  security  plan  in  the  United  States  is  a  pay-as- 
you-go  scheme,  the  Canada  Pension  Plan  is  a  partially  funded  system.  On 
the  other  hand,  Pesando  and  Rea,  though  they  did  not  undertake  a  de- 
tailed eiipirical  study  of  the  question,  concluded  that  "for  Canada, 
there  is  no  evidence  at  the  aggregate  level  that  the  introduction  of  the 
CPP  and  QPP  has  reduced  private  saving." (27) 

In  light  of  these  mixed  findings,  vrtiat  conclusions  can  be  reached? 
From  an  enpirical  point  of  view,   it  is  unlikely  that   the   issue  will   be 
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resolved  adequately  one  way  or  the  other,  since  there  is  no  comprehen- 
sive theoretical  base  for  canpletely  specifying  tlie  structural  form  of 
the  relationship  to  be  estimated.  In  addition,  one  encounters  in  such 
studies  a  serious  problem  of  parallel  movement  between  the  two  important 
savings  determinants  -  inccxne  and  wealth.  As  a  result,  it  is  difficult 
to  have  much  confidence  in  the  estimated  value  of  the  coefficients. 
Moreover,  it  is  interesting  that,  while  Feldstein  estimated  the  dollar 
effect  of  social  security  wealth  on  the  aggregate  savings  in  the  United 
States,  he  did  not  duplicate  this  exercise  for  non-social  security 
wealth.  One  could  also  argue  that  non-social  security  wealth  has  re- 
sulted in  a  decrease  in  the  aggregate  level  of  savings  and  hence  a  re- 
duction in  the  level  of  the  capital  stock  in  the  United  States.  That 
is,  in  the  context  of  the  life  cycle,  a  dollar  of  wealth,  whether  it 
stems  froTi  a  social  security  plan  or  private  savings,  should  have  the 
identical  inpact  on  the  level  of  consumption  and  savings. (28) 

There  are  other  serious  problems  with  the  Feldstein  form  of  analy- 
sis that  may  further  invalidate  such  findings.  The  size  and  statistical 
reliability  of  the  regression  coefficients  in  the  estimating  equations 
are  sensitive  both  to  the  equation  specification  in  the  model  and  the 
time  period  of  estimation.  Moreover,  the  social  security  wealth  varia- 
ble, the  crux  of  the  measurement  issue,  may  well  be  a  proxy  for  other 
factors  that  have  changed  during  the  period  since  the  introduction  of 
social  security.  In  addition,  differences  in  the  composition  of  the 
samples  make  comparison  among  studies  extremely  difficult.  The  findings 
of  Munnell,  Cagan,  and  Katona  may  have  all  been  valid  for  the  particular 
group  that  they  tested,  but  this  does  not  mean  they  apply  universally  to 
all  groups. 

Professor  William  R.  Waters,  in  a  paper  presented  to  the  Canadian 
Pension  Conference,  warned  of  these  mixed  empirical  results: 

"Sophisticated  statistical  tests  [in  the  United  States]  have  both 
confirmed  and  rejected  the  hypothesis  that  individuals  have  substituted 
this  retirement  incone  for  other  forms  of  wealth  accumulation.  To  its 
credit,  the  Ontario  Government  has  undertaken  similar  tests  using  Cana- 
dian data.  However,  the  dramatic  changes  in  our  economy  over  the  period 
for  V(rt-iich  data  exist,  and  the  brave  assumptions  necessary  for  statisti- 
cal analysis  of  this  sort,  suggest  that  policy  decisions  in  this  area 
need  to  be  based  on  something  other  than  the  results  of  such  analyses . " 
(29) 

We  tend  to  agree  with  his  interpretation.  There  is  so  much  ambigu- 
ity in  the  empirical  studies  undertaken  in  both  countries,  and  so  little 
general  confidence  in  the  "theoretical"  and  "practical"  usefulness  of 
these  empirical  results,  that  the  issue  should  at  best  be  bypassed  as  a 
means  for  evaluating  the  appropriateness  of  the  pay-as-you-go  financing 
approach  of  the  QPP/CPP  and  OAS  plans.  Thus  we  suggest  that  it  is  nec- 
essary to  look  elsewhere  for  clues  to  determine  whether  a  pay-as-you-go 
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or  a  fully  funded  social  insurance  system  is  preferable  and  to  decide 
what  is  an  adequate  level  of  savings. 


GROSS  INVESTMENT  AND  ECCNOMIC  GROWTH:   THE  EMPIRICAL  EVIDENCE 

Let  US  consider  the  question  v^iether  Canada  is  in  fact  investing 
too  small  a  proportion  of  its  gross  national  product.  Statistics  gath- 
ered by  Lesnoy  and  Hambor  provide  some  support  for  the  argument  that  a 
higher  level  of  investment  relative  to  GNP  leads  to  a  higher  level  of 
real  growth.  The  authors  note  that  between  1950  and  1962  there  was  a 
correlation  of  .58  between  the  investment/GNP  ratio  and  the  rate  of 
growth  of  productivity  for  a  sanple  of  seven  industrial  countries.  The 
positive  correlation  declined  to  .36  when  the  comparison  was  expanded  to 
include  eleven  industrial  countries.  If,  however,  the  observations  for 
Japan  and  the  United  States  are  excluded,  the  positive  correlation  dis- 
appears entirely  and,  in  fact,  becomes  marginally  negative.  This  sug- 
gests that  there  are  possibly  some  spurious  factors  accounting  for  the 
high  level  of  productivity  growth  in  Japan  and  the  relatively  low  level 
of  productivity  growth  in  the  United  States  that  are  totally  unrelated 
to  the  rate  of  capital  accumulation  in  these  two  countries. (30) 

The  data  in  Table  4  provide  further  evidence  that  the  rate  of  capi- 
tal accumulation  in  Canada  may  not  be  out  of  line  with  performance  in 
other  countries,  including  Japan.  In  1960  Canada's  comparative  invest- 
ment/GNP ratio  ranked  near  the  bottc«n  among  the  nine  nations,  but  even 
then  it  was  only  marginally  below  the  ratios  recorded  by  most  countries 
other  than  Japan.  But,  in  fact,  is  it  total  investment  that  contributes 
to  productive  growth  or  is  it  only  private  sector  investment  in  non- 
residential construction  and  machinery  and  equipment?  While  investment 
in  residential  construction  may  assist  in  achieving  certain  social  ob- 
jectives, it  is  unclear  v^ether  such  investments  contribute  to  longer- 
term  productivity  improvements.  Moreover,  vdiile  public  sector  investment 
may  be  important  in  establishing  the  social  and  econonic  infrastructure 
within  v^ich  private  investment  can  profit,  such  investment  may  not 
materially  increase  productivity  growth  rates. 

In  reviewing  the  1973  and  1977  investment/GNP  ratios,  it  appears 
that  part  of  the  rather  high  rate  of  investment  spending  in  Japan  is  ac- 
counted for  primarily  by  public  investment  and  investment  in  residential 
construction.  In  both  years,  Canada's  non-residential  investment/GNP 
ratio  was  among  the  highest.  In  fact,  the  real  issue  is  very  clouded, 
and  there  is  considerable  doubt  about  the  conventional  proposition  that 
the  relative  level  of  investment  in  Canada  is  too  low. 

On  the  other  hand,  projections  that  have  been  made  of  capital  ex- 
penditure requirements  for  the  next  ten-  or  fifteen-year  period  suggest 
that  the  investment/GNP  ratio  in  Canada  will  have  to  increase  between  2 
and  4  percentage  points  in  order  to  meet  demand.  In  effect,  such  studies 
inply  that  Canada  has  its  cwn  version  of  a  so-called  capital  shortage 
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that  has  been  predicted  for  the  U.S.  econony.  But  Eisner  has  dismissed 
the  notion  that  a  future  capital  gap  will  emerge  in  the  U.S.  econcmy,  as 
has  Feldstein  v^^o  points  out  that 

"there  is  an  important  sense  in  which  any  such  forecast  of  a  'capi- 
tal gap'  is  misleading.  It  appears  to  predict  that  the  demand  for 
capital  will  continually  exceed  its  supply.  Usually,  v^en  there  is 
excess  demand  for  some  good,  its  price  rises  until  demand  and  sup- 
ply are  equal.  In  the  capital  market,  the  interest  rate  and  the 
cost  of  equity  capital  should  increase  until  they  are  high  enough 
to  force  firms  to  tailor  their  aggregate  investment  demands  to  the 
available  supply.  There  will  be  no  'shortfall'  of  investment  funds 
because  the  demand  for  funds  will  shrink  to  the  available  supply." 
(31) 

While  Feldstein  resorts  once  more  to  the  savings-leads-to- 
investment  argument,  we  can  reverse  it  and  suggest  that  if  there  is  to 
be  strong  demand  for  investment  in  Canada,  these  requirements  will,  in 
turn,  generate  the  economic  conditions  that  will  bring  about  the  flow  of 
savings  necessary  to  finance  the  investments.  For  the  present  time, 
however,  it  is  not  excess  demand  for  investment  that  poses  the  problem 
but  rather  an  undersupply  of  investment  opportunities.  Thus  investment 
incentives  would  appear  to  be  more  appropriate  than  additional  savings 
incentives  for  increasing  Canada's  capital  stock.  At  some  future  time, 
if  conditions  turn  around  dramatically,  then  governments  could  provide 
additional  tax  incentives  to  increase  the  flow  of  corporate  savings. 
Indeed,  the  RRSP  is  already  a  well-entrenched  instrument  in  the  finan- 
cial structure  that  could  be  used  as  a  means  for  stimulating  further 
extra  private  sector  savings. 


THE  IHEORY  CF  OPTIMAL  FINANCING  OF  PUBLIC  PENSICN  PLANS 

In  its  paper  presented  to  the  Commission,  TEIGA  argued  that  the 
choice  between  alternative  ways  of  funding  a  national  pension  scheme 
should  be  made  on  the  basis  of  rates  of  return.  In  some  ways  this  is  an 
attractive  proposition  for,  as  we  have  argued,  the  empirical  work  and 
the  underlying  theory  provide  no  conclusive  basis  for  discriminating 
between  pay-as-you-go  or  full-funding  arrangements.  According  to  the 
TEIGA  paper,  such  comparisons  clearly  favour  full  investment  funding  of 
the  CPP/QPP  plan. (32) 

The  crux  of  the  debate  en  relative  returns  to  savings  requires  a 
comparison  of  the  "social  rate  of  return"  earned  with  full  funding  with 
the  return  generated  by  a  pay-as-you-go  system.  The  social  rate  of  re- 
turn is  defined  as  the  private  rate  en  f^ysical  capital  plus  the  amount 
of  taxes  normally  levied  on  such  capital;  that  is,  the  social  rate  of 
return  is  essentially  the  private  rate  of  return  plus  additional  private 
sector  tax  payments .( 33 )  The  rate  of  return  to  pension  contributions 
available  en  the  pay-as-you-go  basis  is  roughly  equal  to  the  real  growth 
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rate  of  the  economy  or  the  rate  of  growth  of  the  labour  force  plus  the 
improvements  in  labour  productivity.  The  TEIGA  paper  utilized  a  10  per 
cent  figure  as  an  approximation  for  the  real  social  rate  of  return  on 
capital  to  compare  with  a  5  per  cent  trend  growtli  rate  in  real  GNP.  On 
this  basis,  the  choice  seems  clear.  That  is,  the  ideal  pension  plan 
would  be  one  that  would  be  fully  funded  since  it  would  yield  a  higher 
rate  of  return  than  a  pay-as-you-go  system. ( 34 ) 

Thus  the  fairly  standard  conclusion,  based  on  such  comparisons,  ap- 
pears to  favour  the  social  rate  of  return  argument.  Pesando  and  Rea, 
for  exaitple,  point  out  that  "at  an  abstract  level,  one  can  demonstrate 
that  the  choice  between  pay-as-you-go  and  fully  funded  pension  systems 
depends  en  the  relationship  between  the  social  rate  of  return  on  capital 
and  the  rate  of  growth  of  earnings.  Since  empirical  evidence  suggests 
that  the  former  exceeds  the  latter,  an  investment  fund  is  desirable  for 
Canada. "(35)  Moreover,  if  the  pay-as-you-go  scheme  tends  to  depress 
national  savings,  as  claimed  by  Feldstein  and  TEIGA,  then  by  fully 
funding  tlie  CPP  the  resulting  rise  in  the  rate  of  savings  would  also 
lead  to  higher  real  incomes  in  the  future.  Full  investment  funding  is 
consistent  with  a  higher  savings/ incone  ratio,  and  the  higher  savings 
rate  maves  the  economy  to  a  higher  per  capita  consumption  plateau. 

It  is  clear,  then,  that  it  is  crucially  important  to  assess  prop- 
erly the  rates  of  return  available  under  the  alternative  schemes.  The 
TEIGA  paper  corpared  the  10  per  cent  social  rate  to  a  real  annual  earn- 
ings growtli  rate  of  5.7  per  cent  from  1955  to  1974.  Jenkins,  in  a  paper 
prepared  for  the  Economic  Council  of  Canada,  concluded  that  the  social 
rate  of  return  to  capital  in  Canada  is  about  10  per  cent  and  the  real 
private  after-tax  rate  of  return  was  estimated  to  be  6  1/2  per  cent. 
While  one  could  easily  quarrel  with  the  host  of  refinements  and  adjust- 
ments for  inflation  he  made  to  arrive  at  his  real  social  return  esti- 
mates, we  will  not  do  so  here.  Rather,  we  take  exception  to  the  sharp 
distinction  drawn  between  the  social  and  private  rates  of  return. 

For  the  social  rate  of  return  to,  in  fact,  be  different  and  at  the 
same  time  greater  than  the  private  rate  of  return,  it  is  necessary  to 
assume  that  corporations  bear  the  corporate  tax  burden;  that  is,  the 
possibility  that  corporate  incone  taxes  and  related  taxes  imposed  upon 
business  operations  are  not  passed  on  in  the  form  of  lower  wages,  lower 
dividends,  or  higher  prices.  If  corporate  and  other  related  taxes  are 
indeed  fully  passed  on  to  society,  the  abolition  of  corporate  taxes 
would  not  decrease  the  total  returns  fron  capital.  The  abolition  of  the 
corporate  tax  wDuld  be  acconpanied  by  increased  real  income  levels,  but 
these  would  be  offset  by  the  higher  personal  incone  taxes  necessary  to 
make  up  the  deficit  in  tax  revenues  for  the  various  levels  of  govern- 
ment. More  realistically,  however,  if  corporate  taxes  were  eliminated, 
the  real  private  rate  of  return  on  capital  would  likely  rise  above  its 
present  after- tax  level  but  not  to  the  level  of  the  presumed  social  rate 
of  return,  since  many  of  the  benefits  of  a  zero  corporate  tax  rate  would 
be  passed  on  to  individuals.  Thus  we  argue  that  it  is  inappropriate  to 
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make  as  sharp  a  distinction  between  the  social  rate  and  private  rate  of 
return  as  is  done  by  lEIGA  and  others.  (36)  Further,  the  important  com- 
parison is  between  the  real  rate  of  return  on  financial  investments, 
rather  than  fiiysical  investment,  and  the  rate  of  return  on  a  pay-as-you- 
go  system. 

Canparisons  between  the  rate  of  return  en  capital  and  the  national 
growth  rate  of  the  economy  as  well  as  distinctions  between  the  social 
rate  of  return  and  the  private  rate  of  return  are,  however,  important 
when  it  ccroes  to  considering  the  optimal  funding  arrangements  for  a  pub- 
lic pension  scheme  frcan  another  perspective.  For  example,  the  rate  of 
return  on  a  fully  funded  social  insurance  system  is  simply  the  weighted 
average  of  the  returns  earned  fran  investing  the  funds  in  a  host  of  fi- 
nancial securities.  On  the  other  hand,  the  rate  of  return  on  a  pay-as- 
you-go  system  can  be  approximated,  under  certain  circumstances,  by  the 
rate  of  growth  of  anployment  and  productivity,  in  effect  the  natural 
growth  rate  of  the  econoiry.  Approximating  the  rate  of  return  on  the 
pay-as-you-go  system  by  the  natural  growth  rate  of  the  econcany  not  only 
indexes  the  pension  benefits  to  the  rate  of  inflation,  but  to  gains  in 
real  wage  levels  as  well.  The  approximation  is  only  valid,  however, 
when  there  is  either  a  constant  age  distribution  for  the  population  or 
when  the  rate  of  growth  of  employment  equals  the  rate  of  growth  for  the 
pension  population. 

As  the  following  relationship  demonstrates,  the  average  benefit  for 
a  pensioner  (B)  is  equal  to  the  average  contribution  rate  (C)  times 
total  labour  income,  which  in  turn  is  a  product  of  the  number  of  anploy- 
ees  (E)  times  the  average  wage  and  salary  (W)  divided  by  the  number  of 
pensioners  (P).  From  this  relationship,  we  can  calculate  that  the  annual 
growth  in  the  benefits  per  pensioner  will  be  equal  to  the  sum  of  the 
annual  growth  rates  in  the  contribution  rate,  employment,  and  average 
salaries  less  the  growth  rate  in  the  pension  population  group: 

,,.  „       CxWxE  , 

(1)  B  =  p ,   and 

(2)  %       B=%       C+%       W+%       E-%       P. 

In  the  calculation  made  by  TEIGA,  the  rate  of  return  en  the  pay-as- 
you-go  contributions  was  approximated  simply  by  the  natural  growth  rate 
of  the  economy;  the  differences  in  the  growth  rates  between  the  aggre- 
gate level  of  employment  and  the  pension  population  were  ignored.  For 
this  reason,  the  aging  of  the  population  was  predicted  to  create  prob- 
lems for  a  pay-as-you-go  funding  arrangement.  However,  as  can  t>e  seen 
from  the  above  equations,  the  aging  of  the  population  would  simply 
result  in  a  decline  in  the  rate  of  return  on  a  pay-as-you-go  system. 
Thus,  if  policy-makers  decided  to  keep  the  rate  of  return  equal  to  the 
natural  growth  rate  of  the  economy,  this  would  necessitate  increasing 
the  contribution  rate. 
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Finally,  let  us  c»nsider  rates  of  return  available  on  financial  in- 
vestments. Given  the  rates  of  return  on  pay-as-you-go  and  fully  funded 
systems,  the  optimal  funding  arrangement  from  the  paint  of  view  of  cur- 
rent contributors  is  the  one  that  yields  the  highest  return.  At  present, 
the  funds  contributed  to  the  Canada  Pension  Plan  have  been  invested  pri- 
marily in  non-marketable  provincial  government  bonds.  An  examination  of 
the  data  in  l^ble  5  reveals  that  the  real  rate  of  interest  earned  on  the 
securities  in  the  past  have  been  negative  over  the  short  periods  and 
sonewhat  positive  over  longer  periods. 

In  Tables  5  and  6,  we  set  out  some  real  rate  of  return  estimates  on 
bonds  and  equities  in  both  Canada  and  the  United  States  over  the  past 
fifty  years.  These  types  of  estimates  are  widely  used  by  the  investment 
communities  in  both  countries  and  are  employed  as  reasonable  pre-tax  es- 
timates for  various  financial  investment  instruments.  We  suggest  com- 
paring these  types  of  rates  with  the  long-term  average  growth  rate  of 
the  Canadian  economy  as  a  means  of  selecting  the  optimal  funding  process 
for  a  public  pension  scheme. 

Table  5 

Rates  of  Return  on  Capital,  Canada,  1927-76 

50  years   25  years   10  years   5  years 


(Per 

cent) 

Ncsminal  returns 

Common  stocks 

7.71 

8.12 

5.44 

4.98 

Long-term  government  bonds 

3.6 

3.0 

4.0 

3.9 

Consumer  price  index 

2.47 

3.31 

5.96 

8.29 

Real  returns 

Common  stocks 

5.24 

4.81 

-0.52 

-3.31 

Long-term  government  bonds 

1.13 

-0.31 

-1.96 

-4.39 

Source  "Report  of  the  Ocxnmittee  chi  Efconcmic  Statistics,  1924-1976," 
October  17,  1977. 

Table  6 

Real  Rates  of  Return  on  Capital,  Uhited  States,  1927-1976 

50  years   25  years   10  years  5  years 

(Per  cent) 

Common  stocks                 6.59      6.81       0.66  -2.29 

Long-term  government  bonds     0.81     -1.84     -1.53  0.37 

Long-term  corporate  bonds       1.52      0.45      -0.50  0.18 

U.S.  treasury  bills 0.00 0.59     -0.21  -1.22 

Note  Actual  changes  are  calculated  using  index  values.   Thus  the  ten- 
year  change  ending  in  1976  uses  1966  as  a  base  year. 

Source  Derived  from  statistics  in  R.A.  Singufield  and  Robert  G. 
Ibbotson,  Stocks,  Bonds,  Bills,  and  Inflation;  The  Past 
(1926-1976)  and  the  Future  (1977-2000)  (The  Financial  Analysts 
Research  Foundation,  1977). 
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In  any  case,  the  real  returns  to  government  bonds  have  been  t)elow 
the  real  gro\vth  rate  of  the  economy,  although  on  a  fifty-year  basis  the 
returns  to  equities  have  exceeded  5  per  cent  annually.  On  this  simplis- 
tic basis,  these  figures  provide  a  strong  signal  that  pay-as-you-go  fi- 
nancing is  preferable  to  a  fully  funded  government  bond  plan  and  a  weak 
signal  that  full-investment  funding  in  equities  is  preferable  to  the 
pay-as-you-go  basis.  The  latter  point  requires  emphasis.  In  order  for 
the  real  rate  of  return  to  exceed  the  5  per  cent  long-term  growth  rate 
of  the  economy,  it  would  require  that  the  fifty-year  common  stock 
average  return  be  earned.  Thus  equity  investment  would  be  a  must  for 
long-  term  real  values  to  materialize.  In  turn,  heavy  public  invest- 
ments in  equities  can  result  in  other  arrangements  that  can  be  less  than 
satisfactory. 


THE  INSTITUTIONAL  ARRANGEMENTS  FDR  MANAGING  A  FULLY  FUNDED  GPP 

We  noted  in  the  previous  section  that  for  a  fully  funded  GPP  to  be 
preferable  to  a  pay-as-you-go  system,  investment  in  equities  is  neces- 
sary. This,  in  turn,  raises  a  vi^ole  series  of  questions.  For  example, 
how  would  the  fund  be  administered  and  managed?  What  would  be  the  im- 
plications of  a  government-managed  pension  fund  controlling  large  blocks 
of  equity  capital  in  the  Ganadian  economy?  Would  investment  in  equities 
by  a  government  pension  group  lead  to  conflicts  of  interest  between  gov- 
ernment and  certain  companies  or  industries? 

Despite  the  manifold  management  problems  inherent  in  a  system  in 
v^ich  an  enlarged  GPP  would  invest  in  equities,  it  would  in  principle  be 
possible  to  avoid  or  minimize  some  of  the  problems.  As  an  example,  in- 
stead of  having  one  monolithic  agency  administering  the  investment  of  a 
large  pool  of  funds,  it  may  be  preferable  to  hire  a  large  number  of  pri- 
vate investment  groups  to  administer  separate  small  segments  of  the  en- 
tire investment  pool.  Another  version  of  this  plan  could  perhaps  involve 
the  sale  of  rights  to  manage  various  blocks  of  the  investment  pool  to 
private  managers.  As  an  exanple  of  the  latter  alternative,  one  could 
visualize  Ottawa  requesting  tenders  from  private  pension  funds  or  in- 
vestment houses,  with  the  bidding  occurring  on  the  basis  of  paying  a 
rate  of  return  for  a  fixed  block  of  money  accumulated  in  the  pension 
plan.  Ihe  highest  bids  that  exhausted  the  entire  pool  would  be  accepted. 
With  a  little  ingenuity,  many  other  possible  schemes  for  decentralizing 
the  investment  decision  could  be  devised. 

But  there  still  remain  many  other  problems  associated  with  adopting 
the  fully  funded  system.  The  assumptions  built  into  the  plan  about  the 
real  rate  of  return  and  wage  growth  are  extremely  crucial  in  determining 
the  contribution  rates  and  guaranteeing  actuarial  soundness.  We  can 
easily  illustrate  forecasting  errors  by  pointing  to  the  rather  large 
deficit  predicted  for  the  GPP  by  about  1990.  Earlier  forecasts  that 
proved  too  optimistic  en  rates  of  return  on  the  investment  pool  as  well 
as  too  low  on  estimated  real  wage  increases  are  largely  responsible  for 
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today's  actuarial  concerns  about  the  CPP.  Obviously,  this  prospective 
deficit  could  be  offset  if  contribution  rates  were  increased  or  if  bene- 
fits were  reduced. 

But  such  problems  are  not  unique  to  public  plans.  One  can  also 
point  to  similar  difficulties  in  many  private  sector  schemes  in  Canada 
and  the  United  States.  According  to  a  study  by  Ehrbar,  many  U.S.  funds 
have  accumulated  a  large  quantity  of  unfunded  liabilities  as  a  result  of 
earlier  projections  of  too  high  real  rates  of  return  and  too  low  real 
wage-growth  assumptions.  (37)  Thus  even  though  these  private  plans  are 
assumed  to  be  fully  funded,  they  are,  in  fact,  far  from  that. 

One  final  point  is  worth  making  in  the  comparison  between  fully 
funded  and  pay-as-you-go  systems.  The  notion  that  a  growing  public  in- 
vestment fund  results  in  a  higher  national  savings  rate  than  a  pay-as- 
you-go  system  holds  true  only  during  the  accumulation  period.  That  is, 
if  the  two  systems  were  started  from  scratch,  the  contributions  under  a 
pay-as-you-go  system  would  be  just  adequate  to  provide  pension  payments 
to  existing  retirement  age  individuals.  Under  a  fully  funded  system,  not 
only  would  contributions  have  to  be  made  to  support  such  individuals, 
but  at  the  same  time  additional  contributions  would  have  to  be  made  to- 
wards accumulating  an  investment  fund  that  would  generate  the  revenues 
to  pay  pensions  to  the  current  contributors.  Consequently,  the  level  of 
savings  would  be  higher  during  the  accumulation  or  early  growth  periods 
of  a  fully  funded  system. 

But  v^en  both  systems  mature  and,  under  similar  assumptions,  if  the 
inflow  of  funds  to  the  investment  pool  exactly  equalled  the  outflows 
from  the  pool,  the  size  of  the  investment  pool  would  remain  constant. 
Obviously,  there  would  be  no  significant  differences  in  the  funding  ar- 
rangements between  full- investment  funding  and  pay-as-you-go  financing 
once  the  former  fund  stopped  accumulating.  As  well,  at  maturity  full- 
investment  funding  and  pay-as-you-go  financing  would  have  similar  ef- 
fects on  national  savings. 

In  its  accumulation  stage,  the  investment  pool  would  be  expanding 
and,  perhaps,  under  certain  circumstances  so  would  the  nation's  capital 
stock.  But  in  light  of  the  various  canments  we  have  made  earlier,  it  is 
unlikely  that  the  financing  arrangements  adopted  would  have  any  dramatic 
impact  on  the  desired  savings  rate.  However  the  de  facto  savings  rate 
could  decline  if,  during  the  accumulation  phase  of  a  public  fund,  the 
national  economy  weakened. 

The  macroeconomic  effects  of  creating  a  fully  funded  system  would 
depend  i.pon  the  prevailing  state  of  the  econc«ny  during  the  accumulation 
phase  and  the  rate  at  v^iich  funds  accumulated.  In  order  that  the  accum- 
ulation phase  not  have  an  adverse  effect  on  the  economy,  it  would  be 
necessary  for  the  economy  to  be  continuously  fully  anployed.  As  Lesnoy 
and  Hambor  note,  "an  increase  in  social  security  taxes  would  shift  the 
budget  in  the  direction  of  a  surplus,  increasing  total  saving  in  the 
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ecxjncHTiy.  However,  increased  saving  vd.ll  lead  to  a  corresponding  increase 
in  capital  formation  oily  under  conditions  of  full  employment."  (38 )  But 
Canada's  economy  is  currently  suffering  from  economic  stagnation  and 
high  unenployment.  The  extra  contributions  to  the  fund,  unless  offset 
completely  by  other  tax  reductions,  would  lower  aggregate  demand  for 
goods  and  services.  Thus,  at  the  margin,  real  economic  growth  would  slow 
down  and  the  unemployment  rate  would  rise,  depending  upon  the  magnitude 
and  speed  of  the  accumulation  phase.  Lastly,  investing  the  fund  in  equi- 
ties would  be  difficult.  According  to  Statistics  Canada  flow  of  funds 
data,  the  book  value  of  the  stock  of  equities  in  Canada  in  1976  was 
$68.3  billion.  But  the  estimates  of  the  unfunded  liability  of  the  CPP 
in  1977  ranged  between  $81.3  and  $84.4  billion  according  to  calculations 
on  the  status  of  the  CPP  presented  by  the  Department  of  Insurance.  ( 39 ) 
The  took  value  of  the  stock  of  equities  outstanding  is  in  fact  below  the 
theoretical  level  of  unfunded  liabilities  of  the  CPP. 


CONCmSICW 

Frcsn  our  survey  of  the  enpirical  and  theoretical  issues  surrounding 
the  appropriate  means  for  financing  a  public  pension  system,  we  conclude 
that  the  assertion  that  the  modified  pay-as-you-go  financing  technique 
is  inappropriate  does  not  hold  up  under  close  analysis.  The  evidence  on 
the  inpact  of  pay-as-you-go  public  pension  financing  cxi  personal  saving 
is  so  ambiguous  that  it  should  be  ignored.  In  any  event,  personal  sav- 
ings account  for  a  fairly  small  proportion  of  national  savings  in  Canada 
even  though  the  personal  savings  rate  is  presently  at  an  all-time  high, 
and  thus  the  pension  versus  savings  question  is  far  from  crucial.  The 
related  concern  that  the  presently  underfunded  CPP/QPP  has  caused  below 
optimum  levels  of  capital  formation  in  Canada  should  also  be  ignored  as 
a  real  issue.  The  evidence  supporting  this  proposition  begins  with  the 
unfounded  assertion  that  national  savings  are  suboptimal  and  requires 
the  acceptance  of  a  variety  of  completely  unrealistic  assumptions  about 
the  Canadian  economy.  Indeed,  we  commented  at  some  length  on  the  lack 
of  reliability  and  applicability  of  the  assunptions  linking  theoretical 
long-term  growth  models  to  the  Canadian  economy. 

As  to  the  point  that  a  fully  funded  CPP  would  generate  a  higher 
real  rate  of  return  to  pension  contributors,  we  note  that  this  depends 
upon  V(*iat,  in  our  view,  is  an  inappropriate  series  of  rate-of-return 
comparisons.  Critics  of  pay-as-you-go  funding  point  out  that  the  cor- 
rect rate  of  return  to  be  used  in  comparison  between  pay-as-you-go  and 
funded  systems  is  not  the  real  rate  of  interest  that  has  been  earned  in 
the  past,  but  the  social  rate  of  return  en  capital.  We  argue  that  there 
is  no  reason  to  make  such  a  sharp  distinction  between  the  social  rate 
and  the  private  real  rate  of  return  to  capital  measures  in  this  context, 
since  there  is  a  supposition  here  that  corporations,  and  not  the  indi- 
viduals in  the  economic  system,  bear  the  burden  of  corporate  taxes. 
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Further,  in  order  to  earn  a  return  approximating  the  10  per  cent 
estimated  real  social  rate  estimated  by  Jenkins  for  Canada,  the  amount 
accumulated  in  a  fully  funded  system  would  have  to  be  invested  solely  in 
equities.  As  the  data  in  Table  5  indicate,  the  real  rate  of  return  on 
equity  investment  has  been  rather  dismal  during  the  past  five  years,  but 
on  a  fifty-year  basis  has  been  in  the  5  to  6  per  cent  range,  a  level 
slightly  in  excess  of  the  natural  growth  rate  of  the  economy.  If  the 
fifty-year  rate  of  return  to  equities  were  earned  in  the  future,  then 
investment  of  funds  in  equities  under  a  fully  funded  system  would  be 
preferable  to  a  pay-as-you-go  system  yielding  a  rate  of  return  somewhere 
in  the  3  to  4  per  cent  range;  and,  if  that  were  the  case,  then  the  im- 
plicit real  rate  of  return  to  a  pay-as-you-go  scheme  appears  about  as 
attractive  as  substantial  long-term  public  investment  in  equities.  Under 
pay-as-you-go,  there  would  not  be  the  additional  concern  that  a  large 
public  pension  fund  would  swallow  ip  most  of  the  stock,  of  equity  capital 
in  Canada. 

Finally,  there  remains  the  problem  of  the  extra  large  dose  of  eco- 
nomic deflation  Canada  would  experience  if  full- investment  funding  were 
adopted  when  the  economy  already  has  a  high  volume  of  underutilized  la- 
bour and  capital.  Indeed,  though  the  plan  might  increase  the  volume  of 
national  savings  by  building  up  a  large  investment  pool  of  funds,  the 
effect  could  be  quite  the  reverse,  as  the  paradox  of  thrift  would  likely 
come  into  play. 
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Methodology  and  Assumptions  Adopted  for  Canada  Pension  Plan  Financial 
Projections  Undertaken  by  the  Royal  Coiunission  on  the  Status  of  Ffensions 
in  Ontario 


This  statement  summarizes  the  methodology  and  assumptions  adopted 
for  Canada  Pension  Plan  financial  projections  undertaken  by  the  Commis- 
sion. Included  is  documentation  of  the  various  projections  undertaken, 
including  funding  alternatives  beyond  those  customarily  examined  by  the 
Federal  Department  of  Insurance. 


POPULATION  PROJECTIONS 

The  population  projections  for  tlie  Decanber  31,  1977  CPP  financial 
projections  vere  developed  by  forecasting  changes  in  the  1971  census 
data.  Ihis  was  achieved  by  applying  mortality  factors  (based  on  age  and 
sex)  to  the  1971  census  population  to  determine  the  number  of  deaths 
occurring  each  year  and  thereafter  to  the  resultant  surviving  population 
through  the  year  2050. 

Added  to  tlie  projected  population  derived  from  the  1971  census  data 
were  new-born  children  (based  on  specified  fertility  rate  assumptions) 
and  immigrants  to  Canada.  The  latter  were  reduced  by  emigrants  from 
Canada.  Each  of  the  immigrant/emigrant  populations  has  separate  age  and 
sex  characteristics. 

Because  the  CPP  excludes  Quebec,  separate  population  projections 
are  required  for  Quebec  to  derive  the  net  population  (Canada  less 
Quebec)  needed  for  the  CPP  financial  projections.  Inherent  in  this 
analysis  was  the  need  to  determine  the  percentage  of  immigrants  that 
cane  to  Quebec  and  the  percentage  of  QTiigrants  that  depart,  and  of  those 
who  migrate  from  Quebec  to  the  rest  of  Canada  (or  vice  versa),  along 
with  assumptions  for  their  age  and  sex  composition. 

Financial  projections  desired  for  the  Qitario  population  required 
the  development  of  projections  for  Ontario  in  a  manner  consistent  with 
the  vay  in  which  Quebec  populations  were  developed. 

Mortality 

The  Life  T^ble  1970-72,  Canada,  published  by  Statistics  Canada, 
was  assumed  applicable  to  1971.  Mortality  thereafter  was  assumed  to 
improve  to  an  ultimate  mortality  table  applicable  to  the  year  2050. 
Intermediate  years  were  obtained  by  geometric  interpolation.  These 
rates  v\ere  assumed  to  apply  to  Canada  and  Quebec.  Corresponding  Quebec 
mortality  rates  v/ere  used  in  developing  the  required  Quebec  population 
used  to  arrive  at  the  Canada  less  Quebec  population.  Life  expectancies 
for  Canada  and  Ontario  produced  from  these  mortality  rates  are  as 
follows : 


200 


1971  2050 

Males   Females  Males   Females 

At  birth      69.3     76.4  73.1     81.2 

From  age  65   13.7     17.5  16.0     20.7 

Census  data  for  1971  were  used  for  projection  purposes  rather  than  the 
1976  census  data  due  to  the  fact  the  latter  were  not  available  early 
enough  to  use  as  a  base  for  projection  purposes. 

Comments 

Ihe  mortality  rates  adopted  were  identical  to  those  developed  by 
the  Department  of  Insurance  for  the  December  31,  1977  CPP  population 
projections.  (1)  Mortality  rates  applicable  to  the  year  2050  were  based 
on  a  study  by  the  U.S.  Social  Security  Administration  (Actuarial  Study 
No.  77).  Ihis  study  developed  rates  of  mortality  for  the  year  2050  by 
considering  death  rates  by  age  groups  and  sex  for  10  broad  cause  of 
death  groupings.  The  assumed  percentage  reductions  for  each  cause 
of  death  were  combined  to  produce  an  average  reduction  in  mortality 
by  age  and  sex  for  all  10  causes  of  death.  Since  the  base  year  for 
projections  for  the  CPP  was  1971,  it  was  necessary  to  compare  the  rate 
of  improvement  in  U.S.  mortality  rates  from  1971  to  2050  and  to  apply 
such  improvement  to  Canadian  mortality  rates  applicable  in  1971. 

Projections  for  future  mortality  improvement  embodied  in  the  U.S. 
Actuarial  Study  No.  77  provided  for  rrore  modest  mortality  improvements 
than  used  in  prior  mortality  projections  of  the  CPP  by  tlie  Department  of 
Insurance. 

This  change  is  consistent  with  the  general  levelling-of f  of  death 
rates  at  most  ages  in  the  1960s  but  is  not  consistent  with  the  trend 
started  in  1976  where  mortality  rates  started  to  come  down  again  as  the 
result  of  such  factors  as: 

-  A  cut-back  in  the  number  of  people  smoking; 

-  A  reduction  in  highway  speed  limits;  and 

-  The  requirement  in  some  provinces  for  tlie  \ftearing  of  seatbelts. 

Whereas  the  last  two  items  reduce  the  number  of  accidental  deaths  -  the 
largest  cause  of  death  for  those  under  age  35  where  mortality  is  already 
very  low  -  the  reduction  in  smoking  probably  has  a  more  itarked  impact  on 
the  mortality  rates  of  older  members  of  the  population. 

While  there  has  been  a  marked  mortality  improvement  at  the  younger 
and  middle  ages,  there  has  been  a  less  marked  change  at  the  older  ages. 
Thus,  although  it  is  reasonable  to  assume  that  the  present  rate  of 
improvement  in  longevity  will   continue   as   the   result  of   advances    in 
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medicine  and  public  health,  an  eventual  slow-down   in  longevity   improve- 
ment will  undoubtedly  occur  at  some  point  20  to  25  years  fraii  now. 

For  these  reasons,  v/e  believe  the  mortality  projections  developed 
by  tlie  Department  of  Insurance  are  appropriate  for  the  CPP  population 
projections. 

Projections  by  the  U.S.  Social  Security  administration  also  assume 
that  the  gap  between  male  and  female  mortality  will  continue  to  grow,  on 
the  theory  tliat  females  will  not  react  to  stress  the  way  males  have 
done.     We  concur  v/ith  this  viewpoint. 

The  Ccmmission  considered  the  possible  impact  of  a  sudden  improve- 
ment in  mortality  as  the  result  of  a  significant  medical  breakthrough. 
In  fact,  the  mortality  improvements  developed  by  the  U.S.  Social  Secu- 
rity Administration  anticipated  medical  breakthroughs  on  a  modest  scale. 
This  alternative  was  not  explored  since  it  was  recognized  that  any 
such  result  vrould  probably  bring  about  a  corresponding  change  of  major 
proportions  in  the  CPP  design,  such  as  an  increase  in  the  age  at  which 
government  pensions  first  commence. 

Mortality  rates  for  Ontario  and  Canada  residents  were  assumed  to  be 
identical,  since  an  examination  of  current  rates  of  survival  to  age  65 
and  life  expectancies  after  age  65  indicated  little  difference  for  the 
two  populations.  Separate  rates  for  Quebec  were  used  due  to  the  fact 
mortality  rates  historically  have  been  higher  in  that  province. 

Fertility 

The  net  reproduction  rates  used  for  four  fertility  scenarios 
developed  by  the  Commission  with  its  sociologist,  Daniel  Kubat,  are 
summarized  below: 

Net  reproduction  rates  (NRR) 


Low/Low     Low     Most  probable     High 
1971)  actual: 

to  )  —      Canada  for  Canada  projections 

1974)  Ontario  for  Ontario  projections 

Quebec  for  Quebec  projections 
1975) 

to  )  —      By  linear  interpolation 

1985) 

1985 

1990 

1995 

2000+ 

Note:  Intervening  rates  for  years  1985  to  2000  obtained 
by  interpolation. 


90 

1.00 

1.20 

1.45 

90 

1.00 

1.10 

1.30 

90 

1.00 

1.00 

1.15 

90 

1.00 

1.00 

1.00 
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The  net  reproduction  rates  for  1971  to  1974  for  Canada,  Quebec,  and 
Ontario  were  based  on  actual  rates  obtained  from  Statistics  Canada. 
Rates  for  1975  through  1984  were  interpolated  linearly  from  the  1974  and 
1985  values.  P^tes  for  1985  and  later  years  were  assumed  to  apply  to 
Canada,  Qjebec,  and  Ontario.  Note  that  a  net  reproduction  rate  of  1.00 
means  that  every  faxiale  born  alive  will  bear  one  female  child.  In  all 
cases,  the  distribution  of  the  age-specific  fertility  rates  used  was 
that  of  the  three-year  average  for  1970-72  by  geographical  region,  with 
the  total  of  such  rates  adjusted  to  produce  the  assumed  total  fertility 
rate  in  each  calendar  year. (2) 

In  this  connection  it  should  be  noted  that  a  net  reproduction  rate 
of  1.00  equates  to  approximately  a  total  fertility  rate  of  2.112,  i.e., 
2.112  is  tlie  average  number  of  live  births  to  females. 

Comments 

In  developing  his  projections  for  fertility  rates,  Kubat  noted  that 
fertility  had  been  decreasing  and,  starting  in  1972,  had  reached  values 
below  unity  as  depicted   in  the  table  fcelow: 


Gross 

reproduction 

rates 

Canada 

Quebec 

Ontario 

1931 

1.555 

1.940 

1.285 

1941 

1.307 

1.645 

1.164 

1951 

1.701 

1.834 

1.560 

1956 

1.874 

1.892 

1.780 

1961 

1.868 

1.787 

1.824 

1966 

1.369 

1.284 

1.361 

1971 

1.060 

.908 

1.078 

1972 

.982 

.836 

.993 

1973 

.937 

.812 

.952 

1974 

.891 

.806 

.915 

Source     Vital  Statistics,   Vol.    1,    1974, 
Cat.    84-204. 

In  developing  his  most  probable  scenario  for  fertility  rates,  Kubat 
postulated  that  the  net  reproduction  rate  would  not  only  return  to 
unity  by  1985,  but  wDuld  probably  reach  a  level  of  1.20  due  to  what  he 
referred  to  as  the  baby  boom  echo.  He  noted  that  wcjnen  bom  during  the 
baby  boom  have  begun  to  show  a  trend  toward  higher  fertility  rates. 
This  has  teen  evidenced  by  a  higher  age-specific  fertility  (number  of 
children  born  per  1,000  waiien  annually)  for  women  in  1970.  This  has 
caiimenced  notwithstanding  the  fact  that  overall  fertility  rates  are 
still  declining.  In  his  view,  tliese  statistics  evidence  a  partial  post- 
ponement of  child-tearing  rather  than  a  total  cessation.  He  suggested 
that  this  trend  would  probably  continue  through  1990  and  lead  to  a  net 
reproduction  of  1.00  in  the  year  2000. 
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Kubat's  rationale  for  an  eventual  net  reproduction  of  1.00  in  all 
four  fertility  scenarios  (v^ich  is  equivalent  to  zero  population  yrowth 
eventually,  i.e.,  by  the  time  persons  born  today  start  to  die)  is  based 
on  the  following  comments  that  he  made  to  the  Ocxnmission: 

"Actuarially,  assuming  perfect  replacement  (one  daughter  per  fanale 
over  the  life  span  of  the  female),  is  a  feasible  assumption  for  any 
population  projection  dealing  with  long  term  spans;  any  growth, 
positive  or  negative,  is  exponential  and  difficult  to  iinagine. 
On  the  other  hand,  the  history  of  population  does  not  offer  any 
evidence  of  a  sustained  zero  growth.  The  close  to  zero  growth 
for  thousands  of  years  in  the  past  was  due  primarily  to  dramatic 
fluctuations  in  mortality  which  wiped  out  substantial  populations 
at  different  time  intervals.  Sociologically,  one  has  to  expect 
fluctuations  in  fertility  behavior  around  a  net  replacement  ratio 
of  1,  fluctuations  v>tiich  are  more  likely  to  stay  above  unity  than 
below  unity.  In  other  words,  if  most  women  have  children,  the 
probability  that  they  will  have  more  than  two  children  is  fairly 
great.  Current  fertility,  vviiich  is  at  a  net  replacement  ratio  of 
1,  or  slightly  below  1,  is  a  statistical  artifact  of  the  number  of 
women  who  have  no  children  and  wonen  v/ho  have  more  than  two,  the 
resulting  social  differences  in  disposable  income  resulting  from 
this  distribution  are  bound  to  increase  the  proportion  of  women 
without  children.  On  the  other  hand,  'a  climate  of  optimism'  or  a 
return  to  more  traditional  values  may  bring  a  turnabout  in  fertil- 
ity, attracting  the  previously  childless  women  into  child-bearing 
and  increasing  thus  the  overall  fertility  to  levels  substantially 
above  unity  for  net  replacement  ratios." 

In  his  high  fertility  scenario  Kubat  assumed  that  there  could  be  a 
potential  snowballing  effect  of  a  rise  in  fertility  by  the  very  large 
cohorts  of  children  reaching  child-bearing  age  in  the  next  several 
years.  He  anticipates  an  increase  in  net  reproduction  rates  to  1.45  in 
1985,  declining   to  1.00  by  the  year  2000. 

In  his  low  fertility  scenario  he  assumed  a  return  to  a  net  repro- 
duction rate  of  1.00  by  1985  and  no  change  therafter. 

For  these  reasons  v/e  subscribe  to  his  theory  that  ultimately  a  net 
reproduction  rate  of  one  is  the  only  meaningful  fertility  assumption, 
barring  unforeseen  circumstances  such  as  a  irajor  war  or  epidemic. 

A  low/low  scenario  has  also  been  introduced  by  the  Commission  to 
measure  the  financial  effect  on  the  CPP  if  fertility  rates  continued 
indefinitely  at  current  levels,  that  is,  at  a  net  reproduction  rate  of 
.90. 
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Irnmigration,  Emigration  and  Migration 

Table  1  outlines  the  assumptions  used  for  immigration,  emigration, 
and  migration  for  the  three  geographical  regions  -  Canada,  Quebec, 
and  Ontario.  Immigration  figures  for  years  1971  to  1977  are  actual 
results,  \><iereas  tlie  emigration  figures  are  estimates  made  by  Kubat. 
For  1978,  ijiimigration  to  Canada  was  taken  at  100,000  with  Quebec  assumed 
to  receive  15  per  cent  and  Ontario  50  per  cent.  Elnigration  from  Canada 
for  1978  was  taken  as  40,000  with  Quebec  assumed  to  lose  25  per  cent  of 
this  number  and  Ontario  40  per  cent.  For  calendar  years  after  1978,  the 
100,000  and  40,000  figures  were  increased  1/2  of  1  per  cent  per  year 
through  ttie  year  2000  v^en  these  absolute  amounts  were  frozen.  Thus, 
net  Canadian  immigration  was  set  at  60,000  in  1978  and  66,960  in  2000 
and  later. 

Migration  from  Quebec  to  Canada  was  taken  at  22,017  in  1971  (the 
actual  nun\ber)  and  graded  linearly  to  an  assumed  level  of  20,000  in 
1978  and  5,000  in  2000  and  later.  Zero  net  migration  was  assumed  from 
Qitario  to  the  rest  of  Canada.  The  assumptions  assume  net  outflows  fron 
Quebec  to  the  rest  of  Canada  as  follows: 


Immigration 

Emigration 

Migration 

Net  Outflow 

1971 

19,222 

16,500 

22,017 

19,295 

1978 

15,000 

10,000 

20,000 

15,000 

2000  and 

later 

16,740 

11,160 

5,000 

-580 

Distribution  of  immigrants  by  age  and  sex  were  obtained  from 
"Analytical  and  Technical  Memorandum  No.  6:  Migration  Projections  for 
Canada",  by  K.S.  Qianasekaran  (Statistics  Canada).  Since  statistics  on 
emigrants  are  not  maintained,  the  distribution  of  emigrants  by  age  and 
sex  was  based  on  the  distribution  of  onigrants  to  the  United  States  from 
Canada  obtained  on  a  continuous  basis  by  Statistics  Canada  from  the  U.S. 
Department  of  Justice.  It  is  noted  that  emigrants  from  Canada  to  the 
United  States  have  conprised  approximately  two-thirds  of  immigration  to 
the  United  States  in  recent  years.  Immigrants  over  age  65  were  ignored 
in  order  to  avoid  a  substantial  overstatement  of  benefits  in  respect  of 
immigrants.   "Ihese  distributions  are  shown  in  Table  2. 

Comments:     Immigration  and  Einigration 

In  his  submission  to  the  Canmission,  Kubat  indicated  that  the  as- 
sumption by  the  Department  of  Insurance  for  its  CPP  valuation  (December 
31,  1977)  of  160,000  immigrants  and  60,000  emigrants  would  lead  to  a 
net  immigration  assumption  (100,000)  that  is  too  high.  His  view  was 
that  "net"  immigration  should  be  closer  to  60,000  rather  than  100,000 
starting  in  the  calendar  year  1978.  Kubat  recommended  that  we  assume 
annual  immigration  of  100,000  and  emigration  of  40,000,  both  of  these 
figures  to  increase  by  1/2  of  1  per  cent  per  year  from  1978  to  the 
year  2000   (to  net  about  67,000)    and   remain   constant   thereafter.      The 
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Department  of  Insurance's  "net"  immigration  figure  applied  to  1971.  It 
increased  thereafter  in  such  a  way  that  it  would  remain  constant  as  a 
percentage   (.465  per  cent)   of  the  total  population. 

Kubat  explained  that  until  about  1990  we  could  expect  to  see  a  con- 
tinuation of  the  influx  of  "dependent"  versus  "independent"  inmiigrants 
to  Canada.  The  age  and  sex  distributions  of  immigrants  being  used  by 
the  Department  of  Insurance  (developed  by  Gnanasekaran)  are  based  on 
averages  developed  over  tlie  period  1959-68.  As  can  be  seen  from  Table 
3,  the  proportion  of  independents  that  anigrated  to  Canada  in  the  period 
1959-68  and  ended  up  as  vrorkers,  hovered  around  60  per  cent.  But  start- 
ing with  1975,  the  percentage  of  independents  who  ended  up  as  workers 
fell  markedly  to  a  low  of  50  per  cent  in  1977.  This  analysis  suggests 
that  there  may  have  been  a  change  in  the  average  age/sex  composition  of 
immigrants  to  Canada  starting  with  1975.  An  examination  of  Table  4 
shows  that  there  has  been  a  change,  with  a  heavier  number  of  dependents 
caning  to  Canada  in  1976  versus  the  period  1959-68.  Overall,  however, 
there  has  not  been  a  significant  change. 

The  revised  immigration  policy  that  took  effect  in  early  1978 
permits  the  Canadian  government  to  establish  numerical  targets  for 
immigration  each  year.  Although  this  legislation  retains  its  non- 
discriminatory features,  it  has  dropped  the  "nominated"  relative  cate- 
gory. (It  is  also  interesting  to  note  that  the  first  immigration  target 
level  for  1979  was  set  at  100,000).  This  will  undoubtedly  lead  to  a 
return  to  a  higher  proportion  of  independents  emigrating  to  Canada  some- 
time in  the  1980s  and  a  return  to  the  1959-68  immigration  experience. 
Accordingly,  Kubat  has  recanmended  that  the  age  and  sex  distributions 
being  adopted  by  tlie  Department  of  Insurance  be  used  for  projections 
required  by  the  Ganmission.  In  his  view,  the  use  of  two  tables  covering 
the  age  and  sex  composition  of  immigrants,  one  to  say  1990  and  another 
one  thereafter,  hardly  seems  practical  v^hen  one  considers  liow  little  it 
will  affect  the  overall  financial  projections. 

Canments:     Migration 

In  his  submission,  Kubat  suggested  that  15  per  cent  of  all  immi- 
gration to  Canada  will  be  to  Quebec  with  25  per  cent  of  all  emigration 
frati  Canada  being  from  Quebec.  In  its  December  31,  1977  population 
projections,  the  Department  of  Insurance  used  17.33  per  cent  for  1971, 
grading  to  25  per  cent  in  2000  for  immigration,  and  29.84  per  cent  for 
1971  grading  to  25  per  cent  in  2000  for  onigration.  Actual  immigration 
figures  for  1971  to  1977  were  used  in  the  projections  made  for  the 
CoTimission,  rather  than  using  the  interpolative  approach  adopted  by  the 
Department  of  Insurance. 

Starting  in  1978,  immigration  to  Quebec  was  assumed  to  occur  at  a 
level  equal  to  15  per  cent  of  all  immigration  to  Canada  in  contrast  to 
the  25  per  cent  figure   adopted   by   the   Department  of    Insurance.      The 
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following   infonnation  produced   by   Kubat   supports   the   use  of   a   15  per 
cent  assumption: 


Per  cent  of 

all 

Per 

cent  of  all 

foreign-born 

populi 

ation  residing 

residing  in 

Quebec 
(Per 

in  Quebec 

cent) 

1931 

10.9 

27.7 

1941 

11.1 

28.9 

1951 

11.1 

28.8 

1961 

13.7 

28.8 

1971 

14.2 

27.9 

In  1975  and  1976,  the  proportion  of  immigrants  declaring  Quebec  as 
their  intended  province  of  residence  was  14.9  per  cent  and  19.6  per  cent 
respectively.     According  to  Kubat, 

"Ihe  current  drive  by  Quebec  to  recruit  immigrants  fran  abroad  may 
yield  some  immigrants  vho  will  state  their  intent  to  come  to  Quebec 
and  settle  there.  However,  more  likely  than  not,  a  proportion  of 
such  immigrants,  unless  they  are  fully  francophone,  will  find  their 
way  to  Ontario  or  other  provinces." 

For  the   foregoing   reasons   he   views    the   15  per   cent  assumption   as   a 
realistic  one. 

Net  migration  to  Ontario  historically  has  been  positive  but  re- 
cently has  become  slightly  negative.  Kubat' s  view  is  that  net  migration 
for  Qitario  will  most  likely  fluctuate  around  a  zero  value. 

Correlation  of  Immigration,  Emigration  and  Migration  Projections  with 
Fertility  Assunptions 

In  discussions,  Kubat  commented  that  the  immigration,  emigration 
and  migration  projections  should  parallel  or  mirror  the  fertility 
assumptions  used  for  the  various  scenarios.  This  process  can  be  ration- 
alized by  recognizing  that,  under  the  new  immigration  policy,  the 
federal  government  will  be  establishing  quotas  which  will  reflect  the 
number  of  youth  becoming  available  for  jobs  in  the  market  place.  ODnse- 
quently,  higher  fertility  rates  under  one  scenario  will,  approximately 
20  years  later,  lead  to  a  possible  reduction  in  the  number  of  immigrants 
allowed  to  enter  Canada. 

Although  this  correlation  is  desirable,  it  was  decided  that  this 
kind  of  "fine  tuning"  was  not  that  important  in  the  projection  process, 
particularly  v^en  it  is  realized  that  its  first  impact  is  at  least  20 
years  into  the  future.  Consequently,  it  vvqs  decided  that  the  iimnigra- 
tion,  emigration  and  migration  assumptions  should  apply  to  all  four 
fertility  scenarios. 
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Table  2 

Distribution  of   Immigrants  and  Einigrants  by  /^e  Group 


Immigrants 

Emigrants 

Age  group 

Males 

Females 

Males 

Females 

(Per 

cent) 

0-4 

4.879 

4.607 

6.365 

5.985 

5-9 

4.176 

3.903 

5.053 

5.069 

10-14 

2.948 

2.808 

3.532 

3.447 

15-19 

3.758 

4.096 

2.689 

3.596 

20-24 

8.969 

10.470 

3.601 

8.881 

25-29 

9.147 

8.049 

6.436 

7.240 

30-34 

5.728 

4.838 

6.097 

5.105 

35-39 

3.699 

3.123 

4.861 

3.826 

40-44 

2.189 

1.931 

3.199 

2.755 

45-49 

1.316 

1.371 

2.143 

1.846 

50-54 

.927 

1.226 

1.397 

1.480 

55-59 

.694 

1.157 

.939 

1.072 

60-64 

.530 

1.012 

.539 

.721 

65-69 

.471 

.755 

.429 

.532 

70  plus 

.427 

.796 

.499 

.675 

All  ages 

49.858 

50.142 

47.779 

52.221 

Source  llie  RDyal  Commission  on  the  Status  of  Pensions  in 
Ontario,  prepared  from  ireterial  supplied  by  Daniel 
Kubat. 
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Table  4 

Comparison  of  1976  Age/Sex  Composition  of    Immigrants   to  Canada  with 

Averages  for  Years  1959-1968 


Males 

Females 

Age 

1959- 

1959- 

Group 

1968- 

1976 

Difference 

1968 

1976 

Difference 

(Per 

cent) 

0-4 

10 

9 

-1 

9 

7 

-2 

5-9 

8 

10 

+2 

8 

9 

+1 

10-14 

6 

8 

+2 

6 

8 

+2 

15-19 

8 

9 

+1 

8 

8 

- 

20-24 

18 

13 

-5 

21 

17 

-4 

25-29 

18 

13 

-5 

16 

16 

- 

30-34 

12 

10 

-2 

10 

9 

-1 

35-39 

7 

7 

- 

6 

5 

-1 

40-44 

4 

4 

- 

4 

3 

-1 

45-49 

3 

3 

- 

3 

3 

- 

50-54 

2 

2 

- 

2 

3 

+1 

55-59 

1 

2 

+1 

2 

3 

+1 

60-64 

1 

3 

+2 

2 

4 

+2 

65-69 

1 

2 

+1 

2 

3 

+1 

70+ 

1 

2 

+1 

2 

3 

+1 

Itotal 

100 

100 

— 

100 

100 

^ 

Source       The  Royal  Conmission  on   the   Status  of   Pensions   in  Ontario, 
prepared  frcm  material  supplied  by  Daniel  Kubat. 
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ECONCMIC  ASSUMPTIOSIS 

Projections  of  real  wages  and  salaries,  real  investment  return 
and  inflation  were  developed  by  the  Commission's  economist,  Arthur 
Donner.  His  assumptions  are  explained  below,  followed  by  a  discussion 
of  their  application  in  arriving  at  a  complete  economic  basis  for  the 
Ccsnmission's  projections. 

Basis  of  Econcmic  Assumptions  (Arthur  Donner) 

Actuarial  calculations  for  the  CPP,  or  for  any  pension  plan, 
require  a  series  of  economic  assumptions  for  tlie  forecast  period.  The 
critical  economic  variables  in  such  projections  are  the  rates  of  change 
in  wages  (specifically  the  industrial  composite  wage  index),  rates 
of  change  in  prices  (the  CPI ) ,  and  nominal  interest  rates  (yields  on 
provincial  or  federal  government  long-term  securities).  While  the 
projected  levels  of  future  wages,  prices,  and  interest  rates  are  impor- 
tant, their  relative  importance  is  also  evident  in  their  so-called  "real 
counterpart"  measures  (real  wages  and  real  interest  rates).  Over  the 
longer  term  the  nominal  values  for  any  economic  variables  are  inter- 
related as  high  rates  of  inflation  tend  to  be  associated  with  higher 
nominal  interest  rates,  and,  in  turn,  faster  inflation  translates  into 
more  rapid  rates  of   increase  in  money  wages. (3) 

Three  inflation  scenarios  are  set  out  in  Table  5;  a  most  probable 
inflation  scenario  v^ich  has  the  average  rate  of  inflation  only  mini- 
mally decelerating  between  1978  and  1984,  a  high  probable  inflation 
scenario  viiich  has  inflation  remaining  at  a  very  high  rate  by  historical 
standards  until  1984,  and  a  low  probable  inflation  scenario  which  has 
inflation  moderating  at  a  4-1/2  per  cent  average  rate  between  1980  and 
1984,  and  a  4  per  cent  average  rate  between  1985  and  1989.  In  all  three 
cases,   a  constant  rate  of  inflation  is  assuned  beyond  1990. 

The  rationale  for  the  central  or  most  probable  inflation  projection 
is  partly  based  on  the  view  that  inflation,  over  the  longer  run,  is  a 
purely  monetary  ftienomenon  determined  primarily  by  the  long-term  growth 
rate  of  the  money  supply  less  the  long-term  growth  rate  of  full  capacity 
national  production.  One  must  be  aware  that  in  the  shorter  time  hori- 
zon, price  adjustments  to  particular  factors  such  as  energy  costs,  food 
costs,  and  a  depreciated  currency  can  worsen  recorded  inflation  rates. 
The  shorter-run  shocks  are  assumed  to  fully  vork  themselves  out  by  the 
early  1980s. 

As  well,  governments  (v^ether  national  or  provincial)  and  the  Bank 
of  Canada  have  introduced  a  series  of  policy  measures  v\^ich,  if  extended 
into  the  1980s,  are  consistent  with  lov^r  average  rates  of  inflation  in 
the  1980s  than  in  the  late  1970s.  Thus  the  most  probable  inflation 
scenario  has  prices  moderating  frcm  their  near  two-digit  level  increases 
in  the  late  1970s  down  to  a  5.5  per  cent  average  annual  rate  of  increase 
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between  1980  and  1984,    a  5  per   cent   average   annual    rate  of    increase 
1985-1989,   and  a  4  per  cent  average  annual  rate  of   increase  tiiereafter. 

The  three  inflation  scenarios  differ  fran  each  other  in  a  related 
way.  The  high-inflation  case  has  prices  and  wages  inceasing  at  a  two 
percentage  point  faster  tlian  the  comparable  figures  for  the  most  prob- 
able case.  The  low-inflation  scenario  records  prices  and  wages  rising 
at  a  1  per  cent  lower  rate  tlian  the  most  probable  projection.  Nominal 
interest  rates  in  the  high  and  low-inflation  scenarios  were  similarly 
projected  relative  to  the  most  probable  case.  That  is,  in  the  high 
scenario,  future  nominal  interest  rates  are  200  basis  points  in  excess 
of  tlie  most  probable  case,  and  300  basis  points  in  excess  of  the  low- 
inflation  case. 

After  1990,  it  was  assumed  that  real  wages  and  real  long-term 
interest  rates  would  trend  at  a  constant  rate  in  all  scenarios,  con- 
sistent with  tlie  wage  and  price  inflation  forecast,  but  prior  to  1985 
sane  allowance  was  made  in  these  projections  for  the  poorer  real  rates 
of  return  to  bonds  in  the  high-inflation  case,  and  the  improved  real 
rates  of  return  to  bonds   in  the  low-inflation  case. 

The  constant  real  interest  rate  and  real  wage  rate  projections  be- 
yond 1990  are  based  on  historical  long-term  trends.  If  the  distribution 
of  incane  is  to  remain  relatively  constant  in  the  future,  then  real 
wages  must  trend  at  a  rate  of  growth  similar  to  that  of  real  output 
per  worker.  Thus,  the  historical  long-term  gain  in  real  wages  of  2.1 
per  cent  per  annum  after  1990  which  was  adopted  in  these  projections 
is  consistent  with  a  50-year  average  experience,  as  well  as  with  a 
historical  average  rate  of  growth  for  real  output  per  worker.  In  a 
similar  way,  the  tliree  series  of  projections  generate  a  2.4  per  cent  per 
annum  real  interest  rate  return  after  1990,  since  this  has  tended  to  be 
the  long-term  real  rate  of  return  to  these  particular  provincial 
securities. 

Application  of  Econonic  Assumptions 

The  long-term  assumption  of  2.1  per  cent  real  growth  in  wages 
and  salaries  was  based  on  a  50-year  analysis  of  the  Statistics  Canada 
Average  Weekly  Wages  and  Salaries  Industrial  Conposite  Index.  Table  6 
deinonstrates  that  a  trend  line  of  2.1  per  cent  provides  a  very  close  fit 
to  the  50-year  experience  of  real  growth  in  vrages  and  salaries. 

The  CPP  fund  is  invested  using  interest  rates  that  reflect  those  on 
long-term  Government  of  Canada  bonds  (terms  of  20  years  and  longer). 
The  long-term  trend  line  for  real  rates  of  return  on  long-term  Canada 
bonds  (10  years  term  and  over)  is  2.25  per  cent  (see  T^ble  7).  This  was 
estimated  to  be  2.40  per  cent  if  20-year  and  over  Canada  bonds  were 
used.  For  Ontario,  it  was  recommended  by  Donner  that  real  rates  of 
investment  return  be  set  .4  of  1  per  cent  higher  tlian  for  Canada  on  the 
assumption  that  if  Ontario  set   up   its  own  pension  plan,    the    interest 
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rate  would  be  geared    to  Ontario   long-term   bonds,    rather    than   Canada 
long-term  bonds. 

Inflation  has  been  assumed  ultimately  (1990)  to  reach  4.0  per  cent 
under  the  most  probable  forecast,  \^n.th  an  ultimate  level  of  3.0  per  cent 
on  the  low  level  and  6.0  per  cent  on  the  high  economic  forecasts.  The 
ultimate   (1990  and  later)    forecasts  are  summarized  below: 

1990  and  later  forecasts 


Annual  rates  of  return 

1.  Investment  return 

2.  Growth  in  viages  and  salaries 

3.  Inflation 

4.  Real  rates  of  investment  return 

=  (1)  -  (3) 

5.  Real  growth  in  wages  and  salaries 
=  (2)  -  (3) 


Most 

Low 

probable 
(Per  cent) 

High 

5.4 

6.4 

8.4 

5.1 

6.1 

8.1 

3.0 

4.0 

6.0 

2.4 

2.4 

2.4 

2.1 

2.1 

2.1 

Two  alternative  projections  vere  made  relating  closely  to  the  most 
probable  economic  scenario.  These  additional  projections  adjusted  the 
real  growth  in  wages  and  salaries  up  to  1/2  of  1  per  cent  and  down  1/2 
of  1  per  cent  for  calendar  years  1979  and  later,  while  keeping  the 
inflation  rates  the  same.  This  had  the  effect  of  maintaining  the  real 
investment  rates  of  return  at  2.4  per  cent  but  changing  the  ultimate 
(1990  and  later)  growth  in  real  wages  and  salaries  -  in  the  one  case 
frcni  2.1  per  cent  to  1.6  per  cent  and  in  the  second  case  to  2.6  per 
cent.  Ihe  total  growth  rates  for  salaries  and  wages  were  thus  5.6  per 
cent  and  6.6  per  cent  respectively  rather  than  6.1  per  cent. 

Conments 

The  Department  of  Insurance  CPP  financial  projections  embodied  a 
real  investment  return  of  3.0  per  cent  in  1973  and  later,  as  contrasted 
to  the  2.4  per  cent  figure  used  by  the  Commission.  Based  on  the  his- 
torical trend  line  depicted  in  Table  7,  it  is  difficult  to  justify  a  3 
per  cent  real  rate  of  return.  However,  it  should  be  recognized  that 
this  assumption  only  has  a  bearing  on  the  relative  size  of  the  CPP  fund, 
and  in  the  instance  vi^ere  only  a  modest  fund  is  developed,  this  factor 
has  little  impact  on  the  financial  projections.  The  real  growth  in 
wages  and  salaries  on  the  other  hand,  is  a  critical  variable  since  it 
affects  the  growth  in  the  YMPE  v^ich  in  turn  affects  both  benefit  levels 
and  contributions.  Here  the  assunption  of  2.1  per  cent  (based  on  the 
trend  line  obtained  from  Table  6)  used  for  the  Commission's  projections 
is  very  close  to  the  2.0  per  cent  figure  adopted  by  the  Etepartment  of 
Insurance. 
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Table  5 

Economic  Assumptions 


Wages  and 

salaries 

Interest 

rates (a) 

Real 

Total 

Real 

TDtal 

Inflation 

grow  til 

growth 

return 

return 

(Per  cent) 

Most  probable  econonic  scenario 

1978 

7.3 

-.3 

7.0 

1.7 

9.0 

1979 

6.0 

2.0 

8.0 

2.3 

8.3 

1980-84 

5.5 

1.8 

7.3 

2.4 

7.9 

1985-89 

5.0 

2.0 

7.0 

2.6 

7.6 

1990  and 

later 

4.0 

2.1 

6.1 

2.4 

6.4 

High  probable  econcmic  scenario 

1978 

9.3 

-.3 

9.0 

1.2 

10.5 

1979 

8.0 

2.0 

10.0 

1.8 

9.8 

1980-84 

7.5 

1.8 

9.3 

2.4 

9.9 

1985-89 

7.0 

2.0 

9.0 

2.6 

9.6 

1990  and 

later 

6.0 

2.1 

8.1 

2.4 

8.4 

Low  probable  economic  scenario 

1978 

6.3 

-.3 

6.0 

1.8 

8.1 

1979 

5.0 

2.0 

7.0 

2.5 

7.5 

1980-84 

4.5 

1.8 

6.3 

2.5 

7.0 

1985-89 

4.0 

2.0 

6.0 

2.7 

6.7 

1990  and 

later 

2.0 

2.1 

5.1 

2.4 

5.4 

Based  on  long-term  government  t)ond  index  (10  years  and  over)  in- 
creased by  .3  of  1  per  cent  to  adjust  to  Government  of  Canada  bonds 
with  terms  of  20  or  more  years. 
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Table  6 


INDEX  FOR  REAL  WAGES  IN  CANADA 


■  Actual 
2.1%  Trend  Line 
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Source     Statistics  Canada, /Iverag^  Weekly  Wages  &  Salaries,  Industrial  Composite  Index. 
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Table  7 


REAL  RATES  OF  RETURN  ON 
LONG-TERM  GOVERNMENT  OF  CANADA  BONDS 


Actual 


-2.25'"'{  Trend  Line 
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Source     Bank  of  Canada  Review 

(Bonds  have  terms  of  10  years  and  longer) 
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OTHER  ASSUMPTIONS 

Here  we  will  describe  tlie  other  assumptions  used  in  performing  the 
CPP  financial  projections  requested  by  tlie  Carmiission. 

Participation  Rates 

Participation  rates  for  1971  to  1975,  assuming  a  zero  Year's  Basic 
Exanption  (YBE) ,  vvere  developed  fran  data  obtained  fran  the  CPP  Division 
of  the  Department  of  Supply  and  Services,  by  dividing  the  total  number 
of  contributors  by  the  projected  population  in  each  calendar  year  age- 
group  sex  cell  (11  groups  for  each  sex).  These  were  developed  for 
Canada  (less  Quebec)  and  Ontario.  Participation  rates  for  1966  to  1970 
were  developed  fran  similar  but  not  identical  data.  Participation  rates 
for  calendar  years  1980,  1990,  and  2000  and  later  were  projected  with 
the  help  of  the  Commission's  sociologist.  The  participation  rates 
developed  are  shown  in  Table  8.  Intennediate  year  participation  rates 
were  cfotained  by  interpolation. 

On  examining  Table  8,  it  can  be  seen  that  sane  participation  rates 
exceed  100  per  cent.  This  is  attributable  to  the  fact  that  there  are 
temporary  vorkers  in  the  country  in  any  year  vho  do  not  show  up  in  the 
population  counts. 

The  zero  YBE  participation  rates  were  adjusted  to  YBE  participation 
rates  by  the  use  of  cumulative  distributions  of  contributors  and  earn- 
ings for  the  11  age-group  sex  cells.  Some  eighty  earnings  ranges  are 
used  for  each  age-group  sex  cell. 

Modified  Average  Earnings 

For  calendar  years  1971  to  1975,  average  earnings  were  developed 
assuming  a  zero  YBE  for  each  calendar  year  age-group  sex  cell  by  divid- 
ing total  earnings  by  the  total  number  of  contributors  in  each  sex  cell. 
These  were  developed  for  both  Canada  (less  Quebec)  and  Ontario,  and 
extended  back  to  1966  using  similar  but  not  identical  data.  These 
average  earnings  are  shown  in  Table  9. 

For  calendar  years  1976  and  1977,  it  was  assumed  that  total  average 
earnings  (for  all  age-groups  and  both  sexes  combined)  would  increase 
at  the  same  annual  rate  as  the  Industrial  Composite  Index  of  Average 
Wages  and  Salaries.  For  1978  and  later  years,  the  rates  postulated  in 
the  economic  assumptions  were  applied.  After  discussions  with  the 
Commission's  sociologist  it  was  decided  that  no  differentiation  should 
be  made  in  the  relative  positioning  of  wages  and  salaries  by  age  and/or 
sex   in  future  years. (4) 

Modified  average  earnings,  reflecting  only  earnings  above  the 
projected  YBE  and  l^  to  the  projected  YMPE  in  each   calendar  year,   were 
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developed  using  the   cumulative  distributions  of  contributors  and  earn- 
ings described  above  in  "Participation  Rates." 

The  effect  of  unemployment  was  not  explicitly  introduced  into  the 
calculations. 
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Contributions  and  Expenses  of  Administration 

a)  Contributory  earnings  were  calculated  as  the  product  of  (i)  Modified 
Average  Earnings  less  the  Year's  Basic  Exemption,  (ii)  participation 
rates,  and  (iii)  projected  populations.  In  the  past,  contributions 
estimated  in  accordance  with  the  foregoing  method  have  always  been 
less  than  contributions  actually  collected.  However,  the  difference 
has  been  narrowing  and  by  1977  was  reduced  to  nil.  In  view  of 
this  trend,  no  special  adjustment  was  made  to  the  calculation  of 
contribution  incane. 

b)  lb  estimate  contributions,  the  contribution  rates  assumed  in  the 
fund  accumulations  v^re  applied  to  contributory  earnings. 

c)  Costs  of  administration  were  assumed  to  be  at  the  level  of  .1  per 
cent  of  contributory  earnings. 

Other  Methodology  and  Assumptions  Consistent  With  Those  Adopted  by  the 
Department  of  Insurance 

As  the  computer  program  utilized  by  the  federal  Department  of 
Insurance  was  used  for  the  CPP  financial  projections,  it  was  important 
to  examine  their  methodology  and  to  review  their  assumptions  to  be 
satisfied  they  were  appropriate.  Ihis  analysis  was  undertaken  and  the 
methodology  and  assumptions  used  for  determining  benefits  were  found  to 
be  acceptable.  Accordingly  the  methodology  and  assumptions  given  on 
pages  50  through  58  of  the  CPP  Statutory  Actuarial  Report  No.  6  as  at 
December  31,  1977  have  not  been  repeated  here.  It  can  be  assumed  how- 
ever, that  the  manner  in  which  the  Ccxnmission  approached  the  calculation 
of  benefits  in  the  following  areas  mirrors  tiiose  used  by  the  Department 
of  Insurance: 

-  Retirement  benefits 

-  Disability  benefits 

-  Children  of  disabled  contributors'   benefits 

-  Surviving  spouses'   benefits 

-  Orphans'   fc)enefits 

-  Death  benefits 

-  Modifications  for  division  of  credits  on  divorce. 

One  exception  to  the  foregoing  applies  in  the  case  of  the  valuation 
of  disability  benefits  in  payment  at  the  end  of  1975.  In  the  case  of 
the  valuation  undertaken  for  residents  of  the  province  of  Ontario,  it 
was  determined  from  an  analysis  of  the  data  provided  that  56  per  cent 
of  the  existing  CPP  disabled  population  would  be  allocated  to  that 
province. 

A  second  exception  applies  to  the  "divorce  and  divide"  provision. 
While  this  provision  has  some  effect  on  the  subdivision  of  benefits  by 
various  categories,  particularly  on  subdivisions  by  sex  of  the   contrib- 
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utor,  it  has  very  little  effect  on  the  aggregate  level  of  benefits.  Fbr 
such  purpDses  it  might  have  well  been  ignored.  In  fact,  for  the  sake  of 
convenience,  it  vvbs  ignored  in  estimating  entry  age  normal  costs  and  tlie 
related  unfunded  liabilities  referred  to  below. 

Fund  Accumulations 

Ttie  Fund  wes  assumed  to  be  the  amount  to  the  credit  of  the  Canada 
Pension  Plan  Account.  Annual  investments  in  provincial  bonds  prior  to 
1978  are  known,  but  for  various  reasons  are  less  in  total  than  the 
amount  to  the  credit  of  the  Canada  Pension  Plan  Account  at  December 
31,  1977.  iViey  v^re  adjusted  proportionately  so  as  to  match  the  said 
credit.  The  annual  amounts  of  interest  earned  on  each  year  of  invest- 
ments made  prior  to  1978  are  also  known,  and  were  adjusted  in  proportion 
to  the  adjustments  in  investanents.  Amounts  invested  in  each  future  year 
were  taken  as  equal  to  contributions  for  tlie  year  minus  benefits  for  the 
year,  plus  one  year's  interest  on  outstanding  investments,  plus  prior 
investments  matured  during  the  year.  Each  future  year's  investments  are 
assumed  to  earn  interest  until  maturity  at  the  annual  rate  of  interest 
on  new  investments  as  postulated  in  the  economic  assumptions  for  the 
year  of  investment.  The  Fund  at  the  end  of  any  year  was  taken  as  the 
sun  of  the  outstanding   investments. 

Normally,  investments  are  assumed  to  mature  after  20  years.  How- 
ever, if  the  amount  to  be  invested  in  any  year,  calculated  as  indicated 
above,  and  assuming  20-year  maturities,  should  turn  out  to  be  negative, 
it  is  necessary  to  assume  additional  maturities  in  that  year  sufficient 
to  provide  a  positive  investment.  Otherwise,  there  vrould  not  be  suffi- 
cient funds  released  in  that  year  to  pay  benefits.  Such  additional 
maturities  v^ere  assumed  to  be  on  a  last- in,   first-out  basis.  (5) 

Entry  Age  Normal  Cost  and  Related  Unfunded  Liability 

a)  Entry  Age  Normal  Cost 

This  v«s  determined  by  estimating  contributory  earnings  and  bene- 
fits and  expenses  in  respect  of  the  quinary  age-group  cohort 
centred  around  age  18  on  December  31,  1977,  and  determining, 
by  an  iteration  process,  and  using  the  usual  fund  accumlation 
methods,  the  contribution  rate  that  would  be  exactly  sufficient  to 
accumulate  a  nil  fund  in  respect  of  tliat  cohort  at  the  expiration 
of  all  contributions  and  expenditures  in  respect  of  that  cohort. 
The  entry  age  normal  cost  was  taken  as  the  contribution  rate  so 
determined. 

b)  Unfunded  Liability 

The  unfunded  liability,  assumed  to  be  hypothetically  invested  in 
1978,  was  determined  by  an  iteration  process  so  that  together  with 
(i)  the  fund  at  December  31,  1977,  (ii)  future  (post-1977)  contri- 
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butions  at  the  entry-age-normal  cx)st  contribution  rate  collected  in 
respect  of  the  population  aged  18  and  over  on  DecaiUDer  31,  1977  and 
(iii)  investment  earnings,  it  would  be  just  sufficient,  to  pay  all 
future  benefits  and  administrative  expenses  in  respect  of  that 
population.  The  unfunded  liability  so  calculated  at  December  31, 
1977,   was   then  discounted  for  one-half  year's   interest. 

An  accumulation  process  was  used  to  determine  both  the  entry-age- 
normal  costs  and  the  unfunded  liability,  rather  than  the  more  usual 
discounting  process,  because  the  interest  assumptions  (annual  rates  of 
interest  on  new  investments) ,  together  with  the  maturity  assumptions 
used  in  the  Fund  accumulation,  are  readily  conducive  to  the  accumulation 
of  funds,  but  not  to  tlieir  discounting.  (6) 


FINANCIAL  PRCJECTIONS   UNDERTAKEN 

The  Commission  requested  that  a  numter  of  population  and  financial 
projections  be  undertaken  for  the  CPP.  Six  sets  of  projections  were 
requested  providing  a  broad  range  of  financial  information  for  calendar 
years  1978  through  2050.  The  four  population  scenarios  described  above, 
(essentially  variations  in  fertility  assumptions)  and  the  three  economic 
scenarios  previously  described,  formed  the  basis  for  the  projections 
undertaken. 

Ihe  table  below  summarizes  the  six  projections: 

Economic  Fertility  assunptions 

assumptions  Low/low  Low  Most  probable  High 

Low  X 

Most  probable  XX  X  X 

High  X 

All  of  the  six  foregoing  projections  were  made  for  Canada.  A 
seventh  projection  was  made  for  Ontario,  based  on  the  most  probable 
economic  and  most  probable  fertility  assumptions  and  a  fund  based  on 
Ontario's  share  of  the  CPP  assets  as  of  Dece!i±)er  31,  1977. 

Two  additional  projections  were  made  for  Canada  using  the  most 
probable  fertility  assumptions  but  varying  the  earnings  assumption  +.5 
per  cent  fron  the  rates  for  1979  and  later  years  that  were  otherwise 
included  in  the  most  probable  economic  assumptions.  A  last  set  of 
projections  was  made  to  measure  the  financial  implications  of  reintro- 
ducing the  earnings  test.  This  was  also  based  on  the  most  probable 
fertility  and  econcmic  assumptions. 

All  nine  projections  developed  the  following  information  for  calen- 
dar years  1978  to  2050: 
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a)  Contributory  earnings; 

b)  Expenditures  split  into  retirement  (including  the  continuation  of 
the  retirement  {:)ension  to  survivors),  disability  and  survivor(7) 
benefits,  with  all  three  of  these  benefit  oanponents  separated  into 
their  non-indexed  and  indexed  portions. 

c)  Expenses  of  administration,  set  at  one-tenth  of  one  per  cent  of 
contributory  earnings; 

d)  Items  b)   and  c)   expressed  as  a  percentage  of  contributory  earnings; 

e)  Net  cash  flow  (contributions  less  expenditures,    including  expenses); 

f)  Investment  income; 

g)  The  accumulated  fund  for  tlie  various  "Funds"  developed. 

Although  not  included  as  a  part  of  the  computer  output,  the  fund 
accumulations  (item  g)  were  expressed  as  a  multiple  of  the  current 
year's  benefit  expenditures  (item  b) .  This  payout  multiple  is  a  much 
more  meaningful  statistic  since  it  gives  a  rough  indication  of  the 
number  of  years  tlie  tlien  fund  value  could  cover  future  benefit  payments 
under  the  plan,  without  any  additional  contributions  to  the  CPP.  As 
such  it  could  be  considered  a  solvency  safeguard. 

The  splitting-out  of  the  costs  of  indexing  separately  frcm  tlie  basic 
benefits  provided  by  the  CPP  at  the  time  of  the  event  (death,  disa- 
bility, retiranent) ,  to  the  best  of  our  knowledge  has  never  been  done 
before.  Ihe  split  between  retirement,  disability,  and  survivor  benefits 
is  consistent  with  the  manner  in  v*ich  the  Deparbnent  of  Insurance  has 
presented  such  information  in  tlie  past.  In  this  connection  it  should 
be  noted  that  tlie  "retirement"  category  includes  the  pension  to  the 
contributor  and  the  continuation,  if  any,  of  such  retirenent  pension  to 
survivors.  The  "survivors"  category  picks  up  all  other  pre-retirement 
survivor  and  death  benefits. 

Funds  A,  B,  and  C  were  developed  for  all  nine  projections.  They  can 
be  described  as  follows: 

Description 

Fund  A  The  fund  accumulations  tliat  will  result  starting  with 

today's  fund  and  contributions  continuing  indefinitely  at 
the  current  combined  employee-employer  rate  of  3.6  per 
cent. 

Fund  B  Under  this  fund,  contributions  continue  at  the  combined  3.6 

per  cent  employee-employer  rate  up  to  the  point  where  the 
cash  flow  to  the  provinces  (contributions  less  expendi- 
tures) would  otherwise   become   negative.      At   this  point. 
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contributions  are  increased  so  that  there  is  always  a  zero 
cash  flow  to  the  provinces.  Under  this  arrangement  the 
fund  will  continue  to  grow  by  the  amount  of  interest  earned 
on  the  fund  and  the  provinces  will  not  be  required  to  pay 
interest.  Instead,  the  interest  wDuld  be  capitalized  each 
year. 

Fund  C  Under  this  fund,  cash  flow  is  permitted  to  become  negative 

up  to  the  point  \\here  the  interest  payments  on  the  fund, 
along  with  the  3.6  per  cent  employee -employer  contribu- 
tions, are  both  required  to  meet  the  expenditures  for 
the  year.  Thereafter,  contributions  are  increased  so 
that  contributions  plus  fund  interest  will  exactly  cover 
expenditures.  This  leads  to  a  constant  or  stable  fund  and 
a  situation  v^ere  the  provinces  will  be  required  to  pay 
interest  on  this  frozen  fund  thereafter. 

The  first  seven  projections  described  (six  for  Canada  and  one 
for  Oitario)  developed,  in  addition  to  Funds  A,  B,  and  C,  projections 
for  tliree  other  funds  referred  to  as  Funds  D,  E,  and  F.  These  will 
be  described  later.  Each  of  these  projections  required  that  entry 
age  normal  contribution  rates  and  associated  unfunded  liabilities  be 
developed . 

The  following  summarizes  the  details  of  the  seven  projections 
undertaken. 

1.      Entry   age    level    contributions,    as   a  percentage   of    contributory 
earnirqs,  vere  developed  for  the  following  benefits: 

a)  Contributor  retironent  pensions,    including  their  continuation  to 
survivors,   without   indexing; 

b)  Disability  pensions  without  indexing; 

c)  Survivors'    pensions(7),    orphans'    and   death   benefits   without 
indexing. 

d)  Contributor  retiranent  pensions,    including  their  continuation  to 
survivors,   with  indexing; 

e)  Disability  pensions  with  indexing; 

f)  Survivors'   pensions(7),   orphans'    and  death  benefits  witli 
indexing; 

g)  Tt)tal  of  non- indexed  and  indexing  canponents   (see  ^pendix  D-6). 

Expenses  vvere  not  reflected   in  the  Entry  ^e  costs  for  tlie   specific 
benefit  items. 
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The  objective  here  vas  to  develop  one  entry  aye  normal  value  for 
each  of   the  benefit  canponents  referred  to  above. 

2.  Using  a  closed  group  valuation  technique,  the  unfunded  actuarial  li- 
ability for  O^P  participants  as  of  Decanber  31,    1977  was  developed. 

Five  separate  unfunded  actuarial  liabilities  were  developed  as 
follows  based  on: 

a)  Contributor  retirement  i^ensions,  including  tlieir  continuation  to 
survivors,  (without  indexing)  -  item  a)  of  paragraph  1  used  as 
entry  age  level   contribution; 

b)  Ifelfare  benefits  -  disability  pensions,  survivors' (7)  pensions, 
orphans'  and  death  benefits  (without  indexing)  -  sum  of  items  b) 
and  c)   of  paragraph  1  used  as  entry  age  level  contribution; 

c)  As  for  itan  a)  with  indexing  -  item  d)  of  paragraph  1  used  as 
entry  age  level  contribution; 

d)  As  for  item  b)  with  indexing  -  sum  of  iters  e)  and  f )  of  para- 
graph 1  used  as  entry  age  level  contribution; 

e)  Items  a)  through  f)  plus  administrative  expenses  -  entry  age 
level  cost  used  is  item  g)  of  paragraph  1,  plus  one- tenth  of  one 
per  cent. 

CPP  assets  as  of  December  31,  1977  were  edlocated  to  itans  a)  and  b) 
above  based  on  a  pro  rata  share  of  the  present  value  of  future 
benefits  for  each  category.  Assets  were  not  allocated  to  items  c) 
and  d)  since  there  was  "always  an  unfunded  position  created  for  the 
benefits  covered  by  itens  a)   and  b) . 

Contributions  in  calendar  years  1979  and  1980  were  allocated  to 
items  a)  through  d)  above  in  proportion  to  related  pay-go  contri- 
butions in  such  years,  both  years'  contributions  including  admin- 
istrative expenses  of  one-tenth  of  one  per  cent. 

3.  Using  the  information  generated  in  paragraphs  1  and  2,  financial 
projections  v^re  developed  portraying  tlie  fund  build-up  that  would 
occur  if  entry  age  level  funding  were  applied  to  all  current  and 
future  CPP  contributors  (open  group  valuation).  In  addition,  such 
contributors  vere  assumed  to  pay  an  increased  CPP  contribution  to 
cover  the  amortization  of  the  DecQT±)er  31,  1977  unfunded  liability 
developed  for  the  closed  group  of  contributors  and  beneficiaries  as 
of  that  date  (developed  in  paragraph  2),  assuming  such  unfunded 
liability  was  to  be  amortized  as  a  percentage  of  projected  future 
covered  CPP  payroll  over  tlie  50-year  period  commencing  January  1, 
1980  and  ending  in  the  year  2029.  The  choice  of  50  years  for  amor- 
tizing the  unfunded  actuarial  liability  was  based   on   the   knowledge 
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that  the  youngest  inembers  of  the  population  vtio  represent  the  baby 
boan  will  have  reached  retiranent  age  by  the  year  2030. 

Three  sets  of  projections  (Fund  D,  Fund  E,  and  a  modification  to 
Fund  E,  referred  to  as  Fund  F)  ,  were  undertaken  to  deteriTiine  the 
relative  impact  of  adopting  entry  age  level  contribution  patterns 
for  all  or  part  of  the  CPP  benefit  package  in  lieu  of  pay-go  fund- 
ing. Details  of  tlie  funding  methods  applied  to  the  benefit  com- 
ponents for  each  of  the  tliree  fixed  bases  follow: 

Funding  method  to  be  used 


Non- indexed  portion 

Indexed 

portion 

Retiranent 

Welfare 

Retiranent 

Welfare 

pensions 

benefits (a) 

pens. 

ions 

benefits (a) 

Fund 

Entry   Pay 

Entry 

Pay 

Entry 

Pay 

Entry   Pay 

basis 

age    go 

age 

go 

age 

go 

age    go 

D 

X 

X 

X 

X 

E 

X 

X 

X 

X 

F 

X 

X 

X 

X 

a     Includes  botli  disability  and  survivor  benefits. 

NOTE;  VShere  entry  age  contributions  are  noted  above,  the  50-year 
amortization  payment  to  cover  tlie  closed  group  December  31, 
1977  unfunded  actuarial  liability  associated  with  that  par- 
ticular component  was  included  as  a  part  of  the  required 
contribution.  In  the  instance  where  pay-go  funding  was  to 
apply  to  a  specific  component  to  v\^ich  assets  have  been 
allocated,  such  assets  were  first  applied  to  reduce  the 
pay-go  costs  until   the  fund  was  exhausted. 

Each  of  the  four  canponents  -  Retiranent  (without  indexing),  Welfare 
(without  indexing),  Retirement( 8 )  (indexed  portion)  and  Welfare 
(indexed  portion)  -  as  veil  as  the  overall  total,  had  separate  fund 
accumulations  developed. 

4.  The  reintroduction  of  the  earnings  test  was  examined  using  the  re- 
tirement factors  specified  below.  These  projections  were  developed 
for  Funds  A  through  F. 

Retirement  factors  applicable  to  65-69  age  group 
Males  .80 

Females  . 90 

The  earnings  test  assumed  was  identical  to  the  one  initially  in 
place  at  the  outset  of  the  CPP,  i.e.,  no  offset  for  earned  incanne  up 
to  18  per  cent  of  the  YMPE,  $1  offset  for  each  $2  of  earned  income 
between  18  per  cent  and  30  per  cent  of  the  YMPE  and  a  $1  for  $1 
offset  above  30  per  cent.  Ihe  retirement  factors  adopted ,  .  80  for 
males  and    .90   for   females,   were  established   as   the   result  of   a 
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detailed  examination  of  the  experience  available  under  the  Quebec 
Pension  Plan.     No  similar  data  were  available  for  the  CPP. 

The  level  of  contributory  earnings  to  the  Plan  was  also  increased  as 
the  result  of  continued  participation  of  workers  in  the  65-69  age 
group  by  applying  the  above  retirement  factors  to  tlie  participation 
rates,  adjusted  from  a  zero  to  a  YBE  basis,  to  arrive  at  the  number 
contributing.  This  technique  led  to  the  following  approximate 
results  for  the  year  2000: 

Percentage  of  65-69  age  group  that 

Retire  Contribute  to  CPP  Total (a) 

(Per  cent) 
Males  80  25  105 

Females  90  15  105 

a     Percentages  exceed  100  since   in  the  year  of   retirement  an   indi- 
vidual can  be  botli  a  contributor  and  a  pension  recipient. 

Minor  changes  occur  in  the  contributor  percentages  for  years  prior 
to  2000. 


EXTRA  POPUIATION  ARISING  FRCM  TOE  BABY  BOOM 

In  order  to  measure  the  financial  implications  on  the  CPP  of  the 
high  fertility  rates  during  the  1945-1965  period  (referred  to  as  the 
"baby  boom"),  the  Canmission  decided  that  the  most  meaningful  technique 
would  be  to  detennine  the  extra  population  that  resulted  frcm  the  boom. 
This  required  the  Canmission  to  establish  a  "norm"  fertility  rate,  above 
vAiich  the  "extra  population"  would  be  determined. 

Table  10  contains  the  actual  total  fertility  rates  for  the  period 
1926-1975  along  with  the  adjusted  rates,  the  latter  being  the  lesser 
of  3.0  (the  established  "norm")  and  the  actual  total  fertility  rate 
for  each  year.  Table  11  depicts  the  extra  population,  the  baby  boom, 
pictorially.  Ihe  norm  of  3.0  was  selected  because  it  approximates  the 
average  total   fertility  rate  between  VJbrld  Wars  I  and  II. 

The  ratio  of  adjusted  to  actual  total  fertility  ratios  for  each 
year  of  birth  was  then  applied  to  the  1971  census  population  at  each  age 
(males  and  females  separately)  corresponding  to  the  appropriate  year  of 
birth;  e.g.,  the  1950  ratio  was  afplied  to  the  population  age  21  from 
the  1971  census.  "Ihe  same  ratios  were  applied  to  males  and  females, 
thereby  retaining   the  ratio  of  male  to  female  births  at  about  1.06. 

The  1971  census  population  was  adjusted  before  a^^lying  the  ratios 
to  eliminate  the  effect  of  immigration  and  anigration,  since  the  higher 
birth  rates  of  tlie  1945-1965  period  would  not  be  affected  by  either  of 
these  movements.      Data   for  actual    immigrants    in  each   calendar  year 


231 


were  obtained  from  the  Canada  Year  Book  for  each  year  in  the  period 
1946-1965.  The  probability  of  death  of  the  immigrant  population  was 
ignored,  recognizing  that  mortality  rates  at  ages  up  to  25  are  extremely 
light  in  any  event.  Elnigrants  were  arbitrarily  set  at  15  per  cent  of 
immigrants  over  tlie  21-year  period.  Elnigrants  to  the  United  States  (the 
only  country  for  which  such  statistics  are  gathered)  ranged  from  6  per 
cent  to  20  per  cent  during  the  same  21-year  period.  The  number  of 
.immigrants  to  Canada  since  1946  included  in  the  1971  census  is  shown  in 
Table  12  distributed  by  quinquennial  age  groups.  Migration  from  Quebec 
to  the  rest  of  Canada  was  ignored  since  it  was  felt  this  would  not  be  a 
major  contributing  factor  to  tlie  extra  population. 

The  extra  population  resulting  fran  the  foregoing  calculations  is 
shown  in  Table  13.  The  "adjusted"  1971  population,  i.e.,  the  actual 
1971  population  reduced  by  the  extra  population,  contained  in  Table  13, 
was  then  used  to  develop  financial  projections  using  the  most  probable 
econcmic  and  fertility  assumptions  for  Funds  A,  B,  and  C  for  Canada 
less  Quebec,  and  Ontario.  The  projections  for  the  "adjusted"  1971 
population  developed  the  benefit  outflow  and  contributory  earnings  in 
each  calendar  year  along  with  the  pay-go  contribution  rates,  i.e., 
the  ratio  of  benefit  outflow  to  contributory  earnings.  The  pay-go 
contribution  rates  resulting  fran  the  "adjusted"  1971  population  were 
then  ocmpared  with  corresponding  pay-go  contribution  rates  resulting 
fran  projections  using  the  actual  1971  population. 

The  excess  of  pay-go  contribution  rates  for  the  actual  1971  popu- 
lation over  the  adjusted  1971  population  vas  determined  only  for  those 
years  in  v^ich  there  was  a  positive  result.  Essentially  positive  excess 
pay-go  contributions  appeared  in  calendar  years  2023  to  2037  and  after 
the  year  2045,  with  all  other  years  showing  negative  results.  The  ex- 
cess contribution  rates  were  then  applied  to  the  actual  1971  population, 
discounted  and  amortized  over  varying  periods  of  time  ranging  up  to  50 
years,   and  expressed  as  a  percentage  of  contributory  earnings. 
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Table  10 

Actual  and  Adjusted  Ibtal  Canadian  Fertility  Rates 


1926 
1931 
1936 
1941 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 


Actual  TFR 

Adjusted  TFR 

3.356 

3.356 

3.201 

3.201 

2.695 

2.695 

2.824 

2.824 

2.954 

2.954 

3.030 

3.030 

3.000 

3.000 

3.005 

3.005 

3.356 

3.000 

3.575 

3.000 

3.423 

3.000 

3.438 

3.000 

3.433 

3.000 

3.480 

3.000 

3.621 

3.000 

3.702 

3.000 

3.812 

3.000 

3.817 

3.000 

3.849 

3.000 

3.929 

3.000 

3.884 

3.000 

3.947 

3.000 

3.910 

3.000 

3.857 

3.000 

3.773 

3.000 

3.690 

3.000 

3.521 

3.000 

3.163 

3.000 

2.826 

2.826 

2.593 

2.593 

2.445 

2.445 

2.385 

2.385 

2.310 

2.310 

2.190 

2.190 

2.024 

2.024 

1.931 

1.931 

1.875 

1.875 

1.866 

1.866 
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Table  1 1 


TOTAL  FERTILITY  RATES  IN  CANADA 


Total  Fertility 
Rate 


Total  Fertilitv  Rate 


■Norm"  =  3.00 


1925 


1930 


1935      1940 


1945       1950      1955 
Calendar  Year 


1960 


1965 


1970      1975 
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Table  12 

Estimated  Immigration  to  Canada 


Year  of 

Age  in 
1971 

Year  of  immigratior 

1 

birth 

1947-51 

1952-56 

1957-61  1962-66 

1967-71 

1947-71 

(Thousands) 

1967-71 

0-4 

60 

60 

1962-66 

5-9 

48 

62 

110 

1957-61 

10-14 

38      54 

57 

149 

1952-56 

15-19 

50 

42       51 

61 

200 

1947-51 

20-24 

39 

51 

39       50 

180 

359 

ALL 

Ar,r, 

554 

762 

690      622 

838 

3,466 

Table  13 

Extra  Population  in  1971  Resulting   fraii  High  Fertility 

in  1945-65  Period   (Canada) 

Age  in  Extra  population 

1971 Males Females 

0-4 

5  10,344  10,021 

6.  32,711  30,750 

7  42,249  40,541 

8  47,357  45,032 

9  50,616  48,207 

10  53,321  50,940 

11  54,685  51,910 

12  50,799  48,516 

13  52,390  49,773 

14  47,615  45,568 

15  45,527  43,341 

16  44,898  42,956 

17  37,807  36,468 

18  32,359  31,430 

19  24,537  24,263 

20  21,412  21,226 

21  20,469  20,357 

22  19,076  19,148 

23  24,427  23,340 

24  16,243  17,107 
25+ 

Total  28,842  701,894 
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OLD  AGE   SECURITY  AND   INCOME   SUPPLEMENTS 

Financial  projections  for  the  federal  Old  Age  Security  (OAS)  and 
Guaranteed  Inccme  Supplement/Spouse's  Allov/ance  (GIS/SA)  programs,  are 
based  on  instructions  developed  by  the  Ontario  Royal  Commission  in 
co-operation  with  its  various  advisers.  These  projections  are  based 
entirely  on  the  Commission's  "most  probable"  fertility  and  economic 
assumptions,  and  are  developed  separately  for  all  Canada,  Canada  less 
Quebec,   and  Ontario. 

Projected  OAS  expenditures  are  set  out  for  each  region  in  the 
tables  appearing  in  Appendix  F  to  the  report.  The  expenditures  are 
expressed  in  terms  of  absolute  dollars,  and  also  as  percentages  of 
gross  national  or  regional  product  (GNP)  and  of  applicable  contributory 
earnings  under  Canada/Quebec  Pension  Plan.  In  each  case,  three  figures 
are  shown: 

1.  based  on  a  benefit  level  frozen  at  the  January,  1979  rate 
(i.e.,   no  pre-  or  post-retirement  indexing); 

2.  based  on  a  benefit  level  which  increases  in  line  with  price 
inflation  each  year,  but  which  is  frozen  for  each  recipient  at 
the  level  in  effect  at  his  or  her  attainment  of  age  65  (i.e., 
no  post-retiranent  indexing); 

3.  based  on  full  price  indexing  before  and  after  retirement. 

Similar  tables  were  developed  projecting  expenditures  for  GIS/SPA 
based  on  certain  assumptions  developed  by  ^tessrs.  Powell  and  Martin  of 
the  federal  Department  of  Health  and  Welfare  in  their  paper  "Economic 
Implications  of  an  ^ing  Society  in  Canada"  presented  to  the  National 
Symposium  on  ^ing,  October  25-27,  1978.  The  projections  include  the 
effect  of  the  increases  in  GIS  and  SA  benefits  v*iich  came  into  effect  on 
January  1,    1979. 

General  Assumptions 

All  figures  v^re  derived  by  year-over-year  adjustments  to  a  known 
base,  with  inflation  and  population  changes  factored  into  all  projec- 
tions as  follows : 

Inflation 

Inflation  was  assumed  to  follow  the  Commission's  most  probable 
economic  scenario.  The  "non- indexed"  projections  of  expenditures  were 
made  by  taking  inflation  as  zero.  The  figures  for  the  "pre-retirement 
indexing  only"  projections  were  derived  by  an  approximate  adjustment  to 
the  "fully  indexed"  results,  allowing  for  the  inflation  adjustment  since 
retirement  v\eighted  by  population  in  5-year  age  groups. 
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Population 

Population  numbers  by  age  group  were  taken  from  projections 
using  the  Caiunission's  most  probable  fertility  and  other  demographic 
assumptions. 

Old  Age  Security  Projection  Method 

Ihe  general  approach  is  a  modification  of  tliat  used  in  the  Powell- 
Martin  paper,  v*iich  calculated  dollar  C^S  expenditures  in  future  years 
by  multiplying   together 

1.  The  projected  population  aged  65  and  over  in  each  year. 

2.  The  anticipated  CftS  benefit  level   in  each  year. 

3.  An  adjustment  to  convert  population  numbers  to  recipients. 
Modifications  to  this  Ijasic  approach  have  been  made  to  allow  for: 

-  partial  QAS  payments  to  immigrants  and  emigrants  after  June  30, 
1977,  based  on  years  of  residence,  by  an  approximate  adjustment 
to  the  age  distribution  of  immigrants  and  anigrants  in  the 
underlying  population  projection; 

-  quarterly  rather  than  annual  adjustment  of  the  numbers  of  re- 
cipients and  the  level  of  CAS  benefit; 

-  regional  distribution  of  the  65  and  over  population. 

After  testing  tlie  method  against  actual  QAS  payouts  for  Canada  in  fiscal 
years  ending  March  31,  1977  and  1978,  it  was  decided  to  adjust  for  the 
prcportion  of  the  over-65  population  actually  receiving  benefits  by 
multiplying  by   .9923. 

GIS  and  SA  Projection  Method 

The  1978  calendar  year  was  taken  as  the  base  for  projection.  As  a 
first  step,  the  anticipated  total  GIS  payout  in  1978  for  Canada,  Canada 
less  Quebec,  and  Ontario  was  estimated  as  follows: 

-  the  proportions  of  the  total  GIS  payout  in  fiscal  1976-77  repre- 
sented by  each  region  were  known.  After  adjustment  for  known 
changes  in  the  nunnber  of  recipients,  these  proportions  were 
applied  to  the  total  GIS  payout  in  fiscal  1977-78  to  obtain  the 
payout  for  each  region  in  that  period; 

-  these  1977-78  regional  payouts  were  then  extrapolated  for  nine 
months  of   inflation,  population  change,  and  expected   reductions 
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in  recipients  and  real  benefits,   to  obtain  the  estimated  payouts 
by  region  for  calendar  1978. 

Next,  an  adjustment  was  nade  to  this  1978  base  to  recognize  the  in- 
creased benefits  that  will  result  fran  the  $20  per  month  per  household 
increase  and  improved  spouse's  allowance  benefits  effective  January  1, 
1979.  The  total  additional  payment  in  fiscal  1979-80  for  tliis  aiTiendment 
was  estimated  at  $290  million  for  Canada  as  a  v^ole  in  a  Department  of 
Health  and  Welfare  press  release  dated  October  17,  1978.  Ihe  provincial 
conponents  also  given  in  the  release  were  used  to  adjust  the  1978  base 
after  appropriate  reduction  for  population  and   inflation  changes. 

The  resulting  notional  1978  base  of  total  GIS  payout  in  $  millions 
was: 

Canada  Canada  less  Quebec  Ontario 
Before  adjustment  for  1/1/79 

changes                                                     1,132                        800  330 

Adjustment  for  1/1/79  changes               235                       168  72 

SA  benefits  were  included  by  adding  11  per  cent  to  the  GIS  payouts. 
The  GIS  plus  SA  payouts  in  subsequent  years  were  then  developed  by 
multiplicative  adjustments  to  tlie  1978  base  for: 

1.  Inflation. 

2.  Changes   in   the   total   population   in  each   region  aged   65  and 
over. 

3.  Reduction  in  the  proportion  of   GIS   recipients    in   the  65  and 
over  population. 

4.  Reductions  in  the  average  real  benefit  payout. 

Assunptions  for  GIS/SA  Projection 

The  proportion  of  the  population  aged  65  and  over  which  is  re- 
ceiving GIS  benefits  was  assumed  to  reduce  each  year  by  the  following 
alternative  sets  of  percentages,  compounded: 

Powell  and  Martin  Royal  Conmission 

(Per  cent) 

Until  1991  1.6  1.0 

1992  and  later  years  .0  .5 

Real  Benefit  Mount 

The  average  benefit  per  recipient  was  assumed  to  reduce  in  real 
terms  by  the  following  alternative  sets  of  percentages,  canpounded: 
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Powell  and  Martin  Royal  Commission 

Until  1991  1.4  .5 

1992  and  later  years  1.0  .0 

Gross  National  or  Regional  Product   (GNP) 

GNP  for  Canada  was  available  up  to  and  including  the  ttiird  quarter 
of  1978.  Gross  provincial  products  for  Ontario  and  Quebec  were  avail- 
able up  to  and  including  calendar  1977.  These  were  then  expressed 
as  percentages  of  the  national  level  per  head  of  the  working  popula- 
tion taken  as  the  projected  male  plus  female  population  aged  18  to  64 
inclusive.  The  calendar  1978  base  for  each  region  was  then  derived  by 
adjusting  for  population  change  and  inflation.  This  base  was  then 
projected   into  the  future  by  including   increases  for: 

inflation  as   under   the   Commission's  most  probable  economic 
scenario; 

-  a  real  growth  rate  of  2  per  cent  per  annum,  canpounded; 

-  growth  in  tlie  working  population. 

Contributory  Earnings  Under  CPP  and  QPP 

CPP  earnings  were  taken  from  the  projection  based  on  the  Commis- 
sion's most  probable  economic  and  danographic  assumptions.  QPP  earnings 
were  supplied  by  tlie  Quebec  Pension  Board  based  on  assumptions  in  the 
December  31,  1974  report  adjusted  for  the  change  in  the  retirement/ 
earnings  test.  The  QPP  assumptions  are  reasonably  similar  to  those  used 
by  the  Canmission. 
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NOTES 

(1)  For  details  see  Department  of  Insurance,  Ottawa,  Canada  Pension 
Plan  Actuarial  Report  No.  6,  as  at  December  31,  1977,  p.  40.   This 
report  is  referred  to  in  the  text  as  "Statutory  Actuarial  Report 
No.  6." 

(2)  Ibid.,  p.  38. 

(3)  Long-term  price,  wage,  and  nominal  interest  rate  forecasts  must  be 
consistent.   The  fact  that  higher  inflation  rates  are  associated 
with  higher  nominal  interest  rates  is  perfectly  rational,  and  is 
explained  by  both  borrowers  and  lenders  of  funds  accepting  that 
their  loan  contract  must  be  ultimately  validated  in  terms  of  real 
purchasing  power.   In  a  similar  fashion,  money  wage  changes,  and 
price  level  changes  are  linking  to  maintain  real  purchasing 
power . 

(4)  Compare  the  approach  taken  in  Statutory  Actuarial  Report  No.  6, 
p.  48. 

(5)  This  section  on  Fund  Accumulation  is  taken  from  Statutory 
Actuarial  Report  No.  6,  p.  58. 

(6)  This  section  was  taken  from  Statutory  Actuarial  Report  No.  6, 
pp.  58  and  59. 

(7)  This  includes  all  survivors'  pensions  except  those  payable  to 
survivors  of  those  actually  retired. 

(8)  Includes  continuation  to  survivors. 
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Selected  Tables  from  the  Royal  Commission's  Projections 


;^pendix  A     -     Population  Projections  242 

^pendix  B     -     Dependency  Ratios  250 

Appendix  C     -     Canada  Pension  Plan  Projected 

Contributions  and  Expenditures  255 

^^pendix  D     -     Canada  Pension  Plan  Fund  Analysis  272 

/^pendix  E     -     Comparison  of  Fbyal  Ccmmission 

projections  with  Statutory  Actuarial 

Report  No.   6  on  the  Canada  Pension 

Plan  as  at  December  31,   1977  297 

^^pendix  F     -    Old  Age  Security,  Guaranteed  Income 
Supplanent  and  Spouse's  Allowance 
Projected  Expenditures  303 

Appendix  G  -  Selected  Canada  Pension  Plan 

Projections,  Canada  less  &jebec,  based 
on  high  economic  and  low/low  fertility 
assumptions.  310 
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APPENDIX  A  -  POPULATION  PRCJECTIONS 

(All  based  on  the  RDyal  Gcranission's  nxDSt  probable  fertility  and 
immigration  assumptions.) 

^pendix  A-1  Population,   Canada,   1970-2050,  Males         243 

A-2  Population,  Canada,   1970-2050, 

Females  244 

A-3  Population,  Canada  Less  Qjebec, 

1970-2050,   Males  245 

A-4  Population,  Canada  Less  Quebec, 

1970-2050,    Females  246 

A-5     Population,  Ontario,  1970-2050, 

Males  247 

A-6  Population,   Ontario,   1970-2050, 

Females  248 

A-7  Total  population  Canada,  Canada  Less 
Quebec,  Ontario  1970-2050,  Males  and 
Females  Combined  249 
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APPENDIX  B  -  DEPENDENCY  RATIOS 

(Unless  otherwise  stated  ratios  use  the  Royal  Ocraniss ion's  pDpulation 
projections  based  en   its  most  probable  fertility  and   immigration 
assumptions) 

^pendix  B-1  Dependency  Ratios,  Canada,   1975-2050         252 

B-2  Dependency  Ratios,   Canada  Less 

Quebec,   1975-2050  252 

B-3  Dependency  Ratios,   Ontario, 

1975-2050  253 

B-4  Dependency  Ratios,   Canada  Less 

Qjebec,   Four  Fertility  Assumptions, 

Males  and  Females  Conbined, 

CoTiparison  of  ages  65  +  to  ages 

20-64  and  ages  0-19  to  ages  20-64  254 
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APPENDIX  C  -  CANAEV^   PENSION  PLAN   FRCJECTED  CO/TRIBLTl'IONS  AND 
EXPENDITURES 

(Unless  otherwise  stated  all  tables  are  for  Canada  less  Quebec  and  are 
based  on  tlie  Ftoyal  Commission's  most  probable  fertility  and  economic 
assumptions.) 
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Contributory  Earnings,  Selected 
Years,   1978  to  2050 
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C-2  Comparison  of  Exi:3enditures  as  a 
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Selected  Years,   1978  to  2050, 
Various  Ftertility  and  Econanic 
Assumptions 
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C-4     Expenditures  as  a  Percentage  of 

Contributory  Earnings  with  breakout 
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with  and  without  Indexing,  Annually, 
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C-5     Contributory  Earnings  and 
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Selected  Years,  1978  to  2050 
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Relationship  of  Canada  Pension  Plan  Expenditures  as  a 
Percentage  of  Contributory  Earnings  for  Various  Economic 
and  Fertility  Assumptions  to  Most  Probable  Economic  and 
Fertility  Assunptions,  Canada  Less  Quebec,  1978-2050 


Appendix  C-3 


Assumptions 

Econanic: 
Fertility: 

Most  probable 

Low 

High 

Icm/Icm 

Low 

High 

Most  probable 

Most  probable 

1978 

1.000 

1.000 

1.000 

.992 

1.004 

1980 

1.000 

1.000 

1.000 

.997 

1.010 

1990 

.998 

.998 

1.002 

1.015 

.941 

2000 

1.016 

1.010 

.986 

1.009 

.976 

2010 

1.071 

1.044 

.945 

1.006 

.987 

2020 

1.098 

1.046 

.926 

1.004 

.993 

2030 

1.145 

1.058 

.915 

1.004 

.992 

2040 

1.184 

1.062 

.909 

1.006 

.991 

2050 

1.122 

1.005 

.966 

1.007 

.988 

Source  Data  prepared  for  the  Royal  Conmission  on  the  Status  of  Pensions 
in  Ontario. 
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Canada  Pension  Plan,  Comparison  of  Population, 
Expenditures,  Fund  Size,  Unfunded  Actuarial 
Liability,  and  Pay-go  Contributions,  Canada 
Less  Quebec,  and  Ontario,  1975-2050 


Appendix  C-9 


Ratio 

of  Ontario 

Canada 

to 

Canada 

less  Quebec 

Ontario 

less  Quebec 

(Thousands) 

Male  population 

1975 

8,517 

4,213 

.49 

2000 

11,861 

5,827 

.49 

2025 

14,498 

7,140 

.49 

2050 

16,321 

8,110 

.50 

Female  population 

1975 

8,449 

4,219 

.50 

2000 

11,987 

5,900 

.49 

2025 

14,884 

7,326 

.49 

2050 

16,915 

8,388 

.50 

Projected  expenditures 

(Billions  of 

dollars) 

1978 

1.4 

.7 

.50 

2000 

22.4 

11.9 

.53 

2025 

180.8 

91.0 

.50 

2050 

945.5 

472.8 

.50 

Initial   fund,   Dec.   31,   1977         12.6 


6.9 


.55 


Dec.  31,  1977  unfunded 
actuarial  liability 
(entry  age  normal) 


98.5 


47.5 


.48 


Pay-go  contributions 
1978 
2000 
2025 
2050 


(Percentage  of  expenditures) 
2.36         2.41 
5.73         6.07 
8.83         8.89 
9.45         9.35 


1.02 

1.06 

1.01 

.99 


Source  Data  prepared  for  tlie  Royal  Conmission  on  the  Status  of  Pensions 
in  Ontario,  using  the  Corunission's  most  probable  econoBic  and 
fertility  assunptions. 
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Canada  Pension  Plan,  Conparison  of  Entry  Age  Normal 
Costs  and  Allocation  of  Initial  Assets,  Canada  Less 
Quebec,  C»itario 


^^pendix  C-10 


Ontario 

Canadian 

Ontario 

Canada 

investment 

investment 

Entry  age  normal  costs (a) 

less  Quebec 

rate  of  return 

rate  of  return 

(Per  cent) 

Retirement 

Non-indexed  benefit 

5.06 

5.08 

4.49 

Indexing  cost 

2.09 

2.10 

1.81 

Ibtal 

7.15 

7.17 

6.30 

Welfare  -  Non-indexed  benefit 

Disability 

.38 

.38 

.36 

Survivor 

1.05 

1.04 

.93 

Ibtal 

1.43 

1.42 

1.29 

Welfare  -  Indexing  cost 

Disability 

.14 

.14 

.13 

Survivor 

.84 

.82 

.72 

Total 

.98 

.97 

.85 

Total 

Non-indexed  benefit 

6.49 

6.50 

5.78 

Indexing  cost 

3.07 

3.07 

2.66 

Ttital 

9.56 

9.57 

8.45 

Initial  funds 

(Billions  of  dollars) 

Retirement 

9.7 

5.3 

5.3 

Welfare 

2.9 

1.6 

1.6 

Total 

12.6 

6.9 

6.9 

a  Excludes  expenses  v^^ich  equal  .1  per  cent  of  contributory  earnings. 

Source  Data  prepared  for  tlie  Royal  Ccsmmission  on  the  Status  of  Pensions  in 
Ontario,  using  the  Ccstimission's  most  probable  econonic  and  fertility 
assumptions. 
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APPENDIX  D  -  CANAEA  PENSION  PLAN  FUND  ANALYSIS 

(Unless  ot±ierwise  stated  the  basis  for  the  l^ble  is  Canada  less 
Quebec  and  the  Royal  Ccmmission's  most  probable  fertility  and 
economic  assumptions) 

^pendix  D-1  Conparison  of  Contribution  Rates  And 

Fund  as  a  Multiple  of  Benefits  for 
Funds  A,   B,   and  C,   Selected  Years  275 

D-2  Conparison  of  Contribution  Rates  and 

Fund  as  a  Multiple  of  Benefits  for 
Funds  D,    E,   and  F,   Selected  Years  276 

D-3  Benefits  and  Expenses, 

Contributions,   Cash  Flow,    Interest 

and  Fund  Size   for  Funds  A,   B,   and  C 

with  contribution  rates  for  Elinds  B 

and  C,  Annually,  1978  to  2050  277 

D-4  Benefits  and  Eicpenses, 

Contributions,   Cash  Flow,   Interest 
and  Fund  Sizes  for  Funds  D,    E,    and  F 
with  contribution  rates  for 
Fund  D  -  Entry  Pqe  Normal   Funding 
Fund  E  -  Retirement  Benefits  entry 

age  normal,  balance  pay-go 
Fund  F  -  Non- indexed  Retiranent 

Benefits  entry  age  normal, 

balance  pay-go 
Annually,  1978  to  2050  280 

D-5  Conparison  of  Contribution  Rates  for 

Fund  D,  entry  age  normal  funding. 
Four  Fertility  and  Three  Economic 
Assumptions,   Selected  Years  283 

D-6  Conparison  of  Entry  Pge  Normal 

Costs,   Unfunded  Liabilities  and 
Fifty-Year  Amortization  Percentages 
of  Unfunded  Liabilities,  with 
breakdown  of  Itetiranent  Benefits, 
indexed  and  non- indexed,  and  Vfelfare 
Benefits,    indexed  and  non- indexed. 
Four  Fertility  and  Ihree  Economic 
Assumptions  284 
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D-7  Comparison  of  Contribution  Rates  and 

Fund  as  a  Multiple  of  Benefits  for 
F\inds  A,  B,  and  C,  with  Population 
Reduced  to  Eliminate  the  Baby  Boom  285 

D-8  Comparison  of  Expenditures  as  a 

Percentage  of  Contributory  Earnings, 
Most  Probable  Economic  Assumptions 
with  Variance  of  +5%  and  -5%  in  Real 
Growth  of  Earnings  286 

D-9  Fund  A,   with  and  without  Earnings 

Itest  287 

D-10    Comparison  of  Expenditures  as  a 

Percentage  of  Contributory  Earnings, 

Fund  B,  with  and  without  Earnings 

Test  288 

D-11    Canparison  of  Expenditures  as  a 

Percentage  of  Contributory  Earnings, 

Fund  C,  with  and  v;ithout  Earnings 

Test  289 

D-12    Fund  D,  Entry  Age  Nomial  Costs, 
Allocation  of  Initial  Assets  and 
Unfunded  Liabilities,  with  and 
without  Earnings  Test  290 

D-13    Financial  Effect  of  Baby  Boon  on 

Critical  years.  Fund  A  291 

D-14    Canparison  of  Expenditures  as 

Percentages  of  Contributory  Earnings 

and  F\ind  as  a  Multiple  of 

Expenditures,  including  and 

excluding  the  Baby  Boon  population. 

Fund  B,  Canada  less  Quebec  and 

Ontario  292 

D-15         Ccxnparison  of  Expenditures  as 

Percentages  of  Contributory  Earnings 

and  F\ind  as  a  Multiple  of 

Expenditures,    including  and 

excluding   the  Baby  Bocm  population. 

Fund  C,   Canada  less  Ojebec  and 

Ontario  293 
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D-16    Stipulated  Contribution  I^te  Example 
3.6%  to  1985;  .2%  increase  yearly 
thereafter  to  2000;  constant  at  8% 
thereafter  294 
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Canada  Pension  Plan,  Comparison  of  Expenditures 
as  a  Percentage  of  Contributory  Earnings,  Using 
Most  Probable  Econonic  and  Fertility  Assunptions 
and  Variations  in  Real  Growth  in  Earnings,  1978-2050 


Appendix  D-8 


Assunptions 

Most 

Most  probable 

Most  probable 

Economic: 

probable 

-.5  per  cent 

+.5  per  cent 

(Per  cent) 

1978 

2.36 

2.35 

2.36 

1980 

2.86 

2.87 

2.85 

1990 

4.61 

4.77 

4.45 

2000 

5.73 

6.01 

5.47 

2010 

6.34 

6.67 

6.04 

2020 

8.08 

8.49 

6.84 

2030 

9.28 

9.78 

8.82 

2040 

8.87 

9.41 

8.38 

2050 

9.45 

10.01 

8.95 

Source  Data  prepared  for  the  Fioyal  Conmission  on  the  Status  of  Pensions 
in  Ontario. 
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Canada  Pension  Plan,  Fund  A, (a)  with  and  Appendix  D-9 

without  Earnings  Test,  Canada  less  Quebec 

Without  earnings  test    With  earnings  test 

Year  cash  flow  first 
negative  1986  1986 

Year  interest  first  required 
frcm  provinces  (maximum 
fund)  1992  1993 

Year  fund  first  beccmes 
negative  2001  2003 

a  Contributions  continue  to  be  3.6  per  cent  of  contributory  earnings. 

Source  Data  prepared  for  the  Royal  Commission  on  the  Status  of  Pensions 
in  Ontario,  using  the  Commission's  most  probable  fertility  and 
economic  assunptions. 
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Canada  Pension  Plan,  Conparison  of  Expenditures  as       Appendix  D-10 
a  Percentage  of  Contributory  Earnings,  Fund  B,(a) 
with  and  without  Earnings  Test,  Canada 
Less  Quebec,  1978-2050 

Without  earnings  test    With  earnings  test 


1986 


Year  cash  flow 

first 

set  to  zero 

1986 

Pay-go  contributions  in 

subsequent  years,  as 

percentage  of 

contributory 

earnings 

1990 

4.61 

2000 

5.73 

2010 

6.34 

2020 

8.08 

2030 

9.28 

2040 

8.87 

2050 

9.45 

Fund  as  multip] 

.e  of  benefits 

1990 

4.7 

2000 

3.8 

2010 

3.1 

2020 

2.4 

2030 

2.1 

2040 

2.1 

2050 

2.0 

4.44 
5.55 
6.12 
7.76 
8.93 
8.62 
9.08 


5.0 
4.0 
3.3 
2.6 
2.2 
2.3 
2.1 


a     Cash  flow  is  not  to  be  negative. 

Source     Data  prepared  for  the  Royal  Coranission  on  the  Status  of  Pensions 
in  Ontario,  using  the  CcsTimission's  nost  probable  fertility  and 
econonic  assuirptions. 
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Canada  Pension  Plan,  Comparison  of  Expenditures  as       Appendix  D-ii 
a  Percentage  of  Contributory  Earnings,  Fund  C,(a) 
with  and  without  Earnings  Test,  Canada  Less 
Quebec,  1978-2050 

Without  earnings  test    With  earnings  test 

Year  cash  flow  first 
negative  1986  1986 

Year  cash  flow,  when  negative, 
equals  fund  interest  (fund 
remains  stable)  1992  1993 


Pay-go  contributions  in 

subsequent  years  as  a 

percentage  of  contributory 

earnings 

2000 

5.07 

2010 

6.05 

2020 

7.92 

2030 

9.19 

2040 

8.83 

2050 

9.43 

Fund  as  multiple  of  benefits 

2000 

1.61 

2010 

.71 

2020 

.30 

2030 

.14 

2040 

.08 

2050 

.04 

4.83 
5.80 
7.59 
8.84 
8.57 
9.06 


1.84 
.81 
.34 
.16 
.09 
.04 


a  Cash  flow  not  greater  than  interest  ^en   negative. 

Source  Data  prepared  for  the  Royal  Ccmmission  on  the  Status  of  Pensions 

in  Ontario,  using  the  Ccsnmission's  most  probable  fertility  and 
economic  assunptions. 
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Canada  Pension  Plan,  Entry  Age  Normal  Costs,  Allocation     ^pendix  D-12 
of  Initial  Assets  and  Unfunded  Liabilities,  with  and 
without  Earnings  Test,  Canada  Less  Quebec,  1980-2029 


Entry  age  normal  costs (a] 

)  Without 

earnings  test 

With  earnings  test 

(Per 

cent) 

Retirement 

Non-indexed  benefit 

5.06 

4.97 

Indexing  cost 

2.09 

1.97 

Total 

7.15 

6.94 

Welfare  -  non-indexed  benefit 

Disability 

.38 

.38 

Survivor 

1.05 

1.07 

Total 

1.43 

1.45 

Welfare  -  indexing  cost 

Disability 

.14 

.14 

Survivor 

.84 

.83 

T3tal 

.98 

.97 

Total 

Non- indexed  benefit 

6.49 

6.41 

Indexing  cost 

3.07 

2.94 

Total (a) 

9.56 

9.35 

Initial  funds 

(Billions 

of  dollars) 

Retirement 

9.7 

9.6 

Welfare 

2.9 

3.0 

Total 

12.6 

12.6 

Unfunded  liabilities  and 

fifty-year  liquidation  costs (b) 

(Billions 

(Billions 

of  dollars)   (Per  cent) 

of  dollars)  (Per  cent) 

Retirement 

Non-indexed  benefit 

47, 

.3 

1.38 

45.0 

1.30 

Indexing  cost 

23, 

.7 

.69 

21.6 

.62 

Total 

71, 

.0 

2.07 

66.6 

1.92 

Welfare 

Non-indexed  benefit 

15. 

.2 

.44 

15.1 

.44 

Indexing  cost 

12. 

,4 

.36 

11.9 

.34 

Total 

27. 

,6 

.80 

27.0 

.78 

Total 

Non- indexed  benefit 

62. 

,5 

1.82 

60.1 

1.74 

Indexing  cost 

36. 

,1 

1.05 

33.5 

.96 

Total 

98. 

,5 

2.87 

93.6 

2.70 

a  Excludes  expenses  v^ich  equal  1  per  cent  of  contributory  earnings. 

b  Contribution  rate  as  percentage  of  contributory  earnings  required  to 

liquidate  unfunded  liability  over  fifty-year  period  fran  1980  to  2029. 
Source  Data  prepared  for  tlie  Royal  Coranission  on  the  Status  of  Pensions 

in  Ontario,  using  the  Commission's  most  probable  fertility  and 

economic  assumptions. 
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Canada  Pension  Plan,  Financial  Effect  of  Baby  Boom       Appendix  D-13 
on  Critical  Years,  FUnd  A, (a)  Canada  Less  Quebec 

Total  population Excluding  baby  boom 

Year  cash  flow  first 
negative  1986  1984 

Year  interest  first 
required  frcm  provinces 
(maximum  fund)  1992  1989 

Year  fund  first  becomes 
negative  2001  1999 

a  Contributions  continue  to  be  3.6  per  cent  of  contributory  earnings. 

Source  Data  prepared  for  tlie  Royal  Ccmmission  on  the  Status  of  Pensions 
in  Ontario,  using  the  Commission's  most  probable  fertility  and 
economic  assumptions. 
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DECEMBER  31,  1977 
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Canada  Pension  Plan,  Gorparison  of  Department  of 
Insurance  and  Royal  Commission  Projections  of 
Expenditures  as  a  Percentage  of  Contributory 
Earnings,  Canada  Less  Quebec,  1978-2050 


Appendix  E-2 


Departn^nt  of  Insurance   Royal  Commission 


Ratio  of  column  2 
to  column  1 


1978 
1980 
1990 
2000 
2010 
2025 
2030 
2050 


(1) 

2.38 
2.90 
4.57 
5.53 
6.20 
8.62 
9.09 
8.76 


(2) 
(Per  cent) 
2.36 

(3) 
.992 

2.86 
4.61 

.986 
1.009 

5.73 

1.036 

6.34 
8.83 

1.023 
1.024 

9.28 

1.021 

9.45 

1.079 

Source  Department  of  Insurance,  "Canada  Pension  Plan  Statutory 
Actuarial  Report  No.  6  as  at  December  31,  1977,"  and  data 
prepared  for  tlie  Royal  Commission  on  the  Status  of  Pensions  in 
Ontario  using  the  Commission's  most  probable  fertility  and 
econanic  assumptions. 
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Canada  Pension  Plan,  Comparison  of  Financial 
Projections  by  Department  of  Insurance  and  the 
Royal  Commission,  Various  Items,  Canada  Less 
Quebec,  1980-2050 


Appendix  E-3 


Ratio  of 

Royal 

Department 

Column  1  to 

Commission 

of  Insurance 

Column  2 

Population  -  males 

1980 
2000 
2025 
2050 


Population 
1980 
2000 
2025 
2050 


-  females 


(1) 

(2) 

(Thousands) 

9,165 

9,128 

11,861 

12,052 

14,498 

15,464 

16,321 

18,743 

9,146 

9,103 

11,987 

12,156 

14,884 

15,794 

16,915 

19,251 

(3; 


1.004 
.984 
.938 

.871 


1.005 
.986 
.942 
.879 


Projected  expenditures 
1978 
2000 
2025 
2050 


(Billions  of  dollars) 

1.4  1.4  1.00 

22.4  18.4  1.22 

180.8  135.6  1.33 

945.5  636.2  1.49 


Pay-go  contributions 
1978 
2000 
2025 
2050 


(Percentage  of  contributory  earnings) 
2.36  2.38         .992 

5.73  5.53        1.036 

8.83  8.62        1.024 

9.45  8.76        1.079 


Entry  age  normal  costs 

Unfunded  actuarial  liability, 
December  31,  1977 


9.50  8.04 

(Billions  of  dollars] 


98.5 


81.3 


1.18 


1.21 


Source  Department  of  Insurance,  "Canada  Pension  Plan  Statutory 
Actuarial  Report  No.  6  as  at  December  31,  1977,"  and  data 
prepared  for  tlie  Royal  Conmission  on  ttie  Status  of  Pensions  in 
Ontario  using  the  Commission's  most  probable  fertility  and 
economic  assumptions. 
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APPENDIX   F  -  OLD  AGE  SECURITY,    GUARANTEED  INCOME  SUPPLEMENT  AND  SPOUSE'S 
ALLOWANCE  PROJECTED  EXPENDITURES 

(All  based  on  the  Ftoyal  Commission's  most  probable  fertility, 
immigration  and  economic  assumptions) 

Appendix  F-1  GAS  Expenditures  Projected  for 

Canada,    1979-2050,    Selected  Years, 
in  Millions  of  Dollars,   Percentage 
of  GNP,   and  Percentage  of  CPP/QPP 
Contributory  Earnings  304 

F-2  CAS  Expenditures  Projected  for 

Canada  Less  Quebec,   1979  -2050, 
Selected  Years,    in  Millions  of 
Dollars,   Percentage  of  OMP,   and 
Percentage  of  CPP  Contributory 
Earnings  305 

F-3  CAS  Expenditures  Projected   for 

Oitario  1979-2050,   Selected  Years, 

in  Millions  of  Dollars,   Ffercentage 

of  Gross  Provincial  Product,   and 

Percentage  of  Ontario's  CPP 

Contributory  Earnings  306 

F-4  Guaranteed  Income  Supplement  and 

Spouse's  Allowance  Expenditures 
Projected   for  Canada,   1979-2050, 
Selected  Years,    in  Millions  of 
Dollars,   Percentage  of  OSIP,   and 
Percentage  of  CPP/QPP  Contributory 
Earnings  307 

F-5  Guaranteed  Incane  Supplement  and 

Spouse's  Allowance  Expenditures 
Projected  for  Canada  Less  Qjebec, 
1979-2050,   Selected  Years,    in 
Millions  of  Dollars,   Percentage  of 
GNP,   and  Percentage  of  CPP 
Contributory  Earnings  308 

F-6  Guaranteed  Incane  Supplement  and 

Spouse's  Allowance  Expenditures 
Projected  for  Ontario,   1979-2050, 
Selected  Years,    in  Millions  of 
Dollars,   Percentage  of  Gross 
Provincial  Product,   and  Percentage 
of  Chtario's  CPP  Contributory 
Earnings  309 
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APPENDIX  G  -  SELECTED  CANAEA  PENSION  PLAN  PROJECTIONS,    CANAEA  I£SS 
QUEBEC 

(Based  on  the  Royal  Coronission's  high  econonic  and  low/low  fertility 
assumptions. ) 

Appendix  G-1  Conparison  of  Expenditures  in 

Millions  of  Dollars  and  as  a 
Percentage  of  Contributory  Earnings 
(see  i'^pendix  C-7  for  conparison)  312 

G-2  Conparison  of  Eiitry  ^e  Normal 

Costs,   Qifunded  Liabilities  and 
Fifty-year  Amortization  Percentages 
of  Unfunded  Liabilities,  Various 
Assumptions,   Canada  less  Qjebec, 
1980-2029  313 

G-3     Benefits  and  Expenses, 

Contributions,  Cash  Flow,  Interest 

and  Fund  Size  for  Flinds  A,    B,   and  C 

with  Contribution  Rates  for  Flinds  B 

and  C,  Annually  1978  to  2050  (see 

/^pendix  D-3  for  comparison)  314 

G-4     Benefits  and  Expenses, 

Contributions,   Cash  Flow,    Interest 
and  Fund  Size  for  Funds  D,   E,   and  F 
with  Contributions  Rates  for 
Fund  D  -  Entry  ^e  Normal   Funding 
Fund  E  -  Retiranent  Benefits  Elitry 

Age  Normal,   Balance  Pay-go 
Fund  F  -  Non- indexed  Retiranent 

Benefits  Entry  Age  Normal , 

Balance  Pay-go 
Annually,   1978  to  2050    (see  ^^pendix 
D-4  for  comparison)  317 

G-5  Financial  Effect  of  Baby  Boon  on 

Critical  Years,   Fund  A  (see  T^pendix 

D-14  for  comparison)  320 

G-6  Conparison  of  Expenditures  as 

Percentages  of  Contributory  Earnings 

and  Flind  as  a  Multiple  of 

Expenditures,    Including  and 

Excluding   the  Baby  Boon  Population, 

Fund  B,   Canada  less  Quebec   (see 

Appendix  D-15  for  comparison)  321 
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G-7  Comparison  of  Expenditures  as 

Percentages  of  Contributory  Earnings 

and  Fund  as  a  Multiple  of 

Expenditures,    Including  and 

Excluding  the  Baby  Boan  Population, 

Fund  C,   Canada  less  Quebec   (see 

Appendix  D-16  for  canparison)  322 

G-8  QAS  Expenditures  Projected  for 

Canada,   1979-2050,   Selected  Years  in 
Millions  of  Collars,   Percentage  of 
GNP,   and  Percentage  of  CPP/QPP 
Contributory  Earnings  323 

G-9  Guaranteed  Inccme  Supplement  and 

Spouse's  Allowance  Expenditures 
Projected  for  Canada,   1979-2050, 
Selected  Years  in  Millions  of 
Dollars,   Percentage  of  GNP,   and 
Percentage  of  CPP/QPP  Contributory 
Earnings  324 
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Canada  Pension  Plan,  Financial  Effect  of  Baby  Bocro  on 

Critical  Years,  Fund  A, (a)  Canada  less  Quebec  Appendix  G-5 

Total  population   Excluding  baby  boom 

Year  cash  flow  first  negative         1986  1984 

Year  interest  first  required 

from  provinces  (maximum 

fund)  1992  1991 

Year  fund  first  becones  negative      2001  1999 

a  Contributions  continue  to  be  3.6  per  cent  of  contributory  earnings. 

Source  Data  prepared  for  the  Royal  Conmission  on  the  Status  of  Pensions 
in  Ontario,  using  the  Conmission's  low/low  fertility  and  high 
econonic  assunptions. 
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Canada  Pension  Plan,  Comparison  of  Eicpenditures 

as  Percentages  of  Contributory  Earnings,  and  the  Fund 

as  a  Multiple  of  Expenditures,  FXind  B,(a)  Including 

and  Excluding  the  Baby  Docm,  Canada  Less  Quebec  Appendix  G-6 

Canada  less  Quebec 


Total  population  Excluding  baby  boom 


Year  cash  flow  first  set  to  zero       1985  1984 


Pay-go  contributions  in 

subsequent  years,  as 

percentage  of  contributory 

earnings 

1990 

4.32 

2000 

5.68 

2010 

6.71 

2020 

8.81 

2030 

10.56 

2040 

10.40 

2050 

10.48 

Fund  as  multiple  of  benefits 

1990 

4.30 

2000 

3.26 

2010 

2.67 

2020 

2.08 

2030 

1.79 

2040 

1.84 

2050 

1.87 

4.65 

6.15 

7.34 

8.99 

10.07 

10.39 

10.33 


4.02 
3.06 
2.52 
2.07 
1.89 
1.87 
1.91 


a  Cash  flow  is  not  to  be  negative. 

Source  Data  prepared  for  the  Royal  Conmission  on  the  Status  of  Pensions 
in  Ontario  using  the  Commission's  low/low  fertility  and  high 
econcmic  assumptions. 
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Canada  Pension  Plan,  Conparison  of  Expenditures 

as  Percentages  of  Contributory  Earnings,  and  the  Flind 

as  a  Multiple  of  Expenditures,  Fund  C,(a)  Including 

and  Excluding  the  Baby  Bocxn,  Canada  Less  Quebec  Appendix  G-7 

Canada  less  Quebec 


Total  population  Excluding  baby  boom 


Year  cash  flow  first  negative  1986  1984 


Pay-go  contributions  in 

subsequent  years,  as 

percentage  of  contributory 

earnings 

2000 

5.02 

2010 

6.45 

2020 

8.69 

2030 

10.50 

2040 

10.38 

2050 

10.47 

Fund  as  multiple  of  benefits 

2000 

1.28 

2010 

.46 

2020 

.16 

2030 

.06 

2040 

.03 

2050 

.01 

5.59 

7.11 

8.89 

10.02 

10.37 

10.32 


1.01 
.37 

.13 
.05 
.02 
.01 


a  Cash  flow  not  greater  tlian  interest  when  negative. 

Source  Data  prepared  for  the  Royal  Canmission  on  the  Status  of  Pensions 
in  Ontario  using  the  Commission's  low/low  fertility  and  high 
economic  assunptions . 
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Index 


Appeals  procedure,  134-135,  144. 

See  also  Pension  Appeals 

Board 
Average  Industrial  Wage  (AIW) , 

122,  125,  126,  143,  144 


Caisse  de  depot  du  Quebec,  97-98 
Canada  Pension  Plan  (CPP) 

benefits,  3,  5-6,  7,  8,  11,  12, 
15,  25,  26,  27,  68-71,  87, 
102,  115,  125-128,  130-131, 

139,  144 

children's,  15,  25,  27 

death,  28,  121 

disability,  11,  12,  13,  25, 

27,  28,  69,  228 
flat-rate,  13,  25,  27 
lump-sum,  25 
surviving  spouse,  5,  7,  12, 

13,  25,  27,  112,  118-120, 
121,  140,  143,  224,  228 

ceiling,  5,  7,  8,  10,  13,  88 
Year's  Maximum  Pensionable 
Earnings  (YMPE),  12,  13, 

14,  26,  121,  124,  127, 
132,  143,  218,  230 

child-rearing  dropout,  11,  14, 

115-118,  140,  143,  224, 

231 

contributions,  3,  5,  7,  8,  9, 

11,  15,  26,  68,  69,  85,  87, 

88,  102,  105-106,  116,  139, 

140,  142 

coverage,  11,  25,  110,  112-115 


credit  splitting,  15,  28, 

120-122 
earnings  test,  78,  129,  144 
effect  on  personal  savings, 

162,  164-167 
eligibility,  134,144 
entry  age,  225,  229,  230 
funding,  15,  55-65,  68-82, 
85-106,  139,  162,  167,  225, 
226-231 

full,  55,  63,  64,  76-77, 
78,  81,  86,  89,  92, 
95-106,  162,  163,  167, 
188-190 
partial,  55,  57,  58,  63,  89 
pay-as-you-go,  3,  5,  15, 
55,  56,  57,  58,  63,  64, 
68,  69,  71,  74,  76,  78, 
81,  85,  86,  88,  89,  90, 
91,  92-95,  101,  105,  140, 
141,  142,  162,  163,  167, 
188,  189,  190,  191,  230 
history,  1-16,  20-22 
indexing,  10,  48,  69,  71,  228 
portability,  25,  26,  110 
Year's  Basic  Exemption  (YBE), 
14,  26,  218 
Canadian  Labour  Congress  (CLC), 

7,  122-123,  124,  125,  127 
Child-rearing  dropout.  See  CPP 
Cofirentes  Report,  121,  124,  126, 

140 
Consumer  Price  Index  (CPI),  13, 

124,  125,  144,  212 
Costs.  See  CPP,  funding 
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Demography,  31-42,  49-50,  52, 
147-158,  165,  200-211, 
231-232 
fertility,  31,  32,  35-37,  41, 
50,  60-61,  71,  74,  79,  90, 
147-149,  152,  158,  202-204, 
207,  231,  237 
migration,  41,  149-150,  205-207 
emigration,  34,  37,  79, 
149,  205-207,  231-232 
immigration,  31,  34,  37-3  9, 
50,  60,  79,  81,  149,  154, 
158,  205-207,  231-232 
mortality,  34,  39-41,  45,  50, 
150-151,  154,  200-202 
Department  of  Insurance 

(federal),  79,  80,  201,  214, 
224,  227 
Dependency  ratios,  45-52,  158 
Divorce,  120,  224 


Employment  pension  plans,  110, 
127,  167-169 


Migration.  See  Demography 
Ministry  of  Treasury,  Economics 
and  Intergovernmental  Affairs 
(Ontario)  (TEIGA),  93,  99, 
162,  163,  184-185 
Mortality.  See  Demography 


National  Symposium  on  Aging,  51, 
236 


Old  Age  Security  (OAS),  1,  2,  32, 
48,  55,  56,  88,  93,  119,  121, 
122,  124,  125,  128,  130,  131, 
132,  133,  141,  162,  181, 
236-239 
benefits,  3,  4,  8,  237 
eligibility,  4 
means  test,  1 
Ontario  Archivist,  viii,  65 
Ontario  Municipal  Employees 

Retirement  System  (OMERS), 
98,  99 


Fertility.  See  Demography 


Gross  National  Product  (GNP),  48, 
49,  95,  163,  182-184,  236, 
239 

Guaranteed  Annual  Income  System 
(GAINS),  28,  32,  119,  122, 
125,  126,  128 

Guaranteed  Income  Supplement 

(GIS),  4,  28,  32,  48,  49,  55, 
88,  93,  119,  121,  122,  124, 
125,  126,  128,  131,  140,  141, 
162,  236,  237,  238 


Participation  rates,  218,  219 
Pay-go.  See  Pay-as-you-go  under 

CPP,  funding 
Pension  Benefits  Act  (Ontario) , 

2,  3 
Pensionable  earnings,  124 
Pension  Appeals  Board,  134-135 
Private  pension  plans.  See 

Employment  pension  plans 
Provincial  Universal  Retirement 

System  (PURS),  141 
Public  pension  plans.  See  CPP, 

OAS,  QPP,  Social  Security 


Inflation,  61-62,  69,  71,  74,  79, 

81,  165,  236 
scenarios,  212-214 
Life  expectancy.  See  Mortality 

under  Demography 
Locking-in.  See  Portability 

under  CPP 


Quebec  Pension  Plan  (QPP),  8-10, 
11,  12,  13,  14,  25,  48,  78, 
94,  115,  118,  121,  122,  124, 
126,  129,  161,  167,  181,  184, 
190,  236,  238 
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Registered  Retirement  Savings  supplemental,  28,  32, 

Plan  (RRSP),  184  236-239 

Retirement  age,  63,  128-131  survivor,  2 

funding,  55-56,  161,  179-182 
in  United  States,  1,  2,  78, 

Savings,  169-177.  See  also  CPP,  129,  131-134,  161,  162,  181, 

effect  on  personal  savings,  201,  202 

and  impact  of  social  security  Spouse's  Allowance  (SA),  28,  32, 

financing,  179  49,  125,  128,  236,  237,  238 
and  the  life-cycle  hypothesis, 
177,  179-182 

Social  security,  161-163,  184-188  Welfare.  See  Social  security, 

benefits,  32,  128-129  benefits,  supplemental 
disability,  2 
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Introduction 


When  the  Ontario  Pension  Benefits  Act  was  introduced  in  1965,  the 
government  decided  that  this  legislation  would  regulate  not  only  pension 
plans  sponsored  by  onployers  in  the  private  sector  but  also  those  plans 
provided  by  the  Government  of  Ontario  and  its  agents  for  their  em- 
ployees. (1)  Employer  by  definition  in  the  act  "means,  in  relation  to  an 
employee,  any  person  or  association  from  whom  the  employee  receives 
remuneration,  and  includes  Her  Majesty  in  right  of  Qitario,  an  agent  of 
Her  Majesty,  a  municipality  as  defined  in  Ihe  Minicipal  Affairs  Act,  and 
a  metropolitan  municipality  and  the  local  boards  thereof." (2) 

Under  the  act,  certain  obligations  are  placed  on  the  employer  who 
chooses  to  sponsor  a  pension  plan.  These  requirements  apply  to  all 
employers  coming  within  the  definition;  with  one  exception,  the  rules 
are  the  same  for  both  private  and  public  employers .( 3 ) 

The  Ontario  government  may  he  involved  in  pension  plans  directly, 
as  in  the  Ontario  Public  Service  Superannuation  Fund;  through  a  Crown 
corporation  as  in  the  Ontario  Hydro  plan;  or  indirectly,  as  a  specific 
guarantor  as  in  the  Iteachers'  Superannuation  Fund,  or  as  an  implicit 
guarantor  through  funding  of  health  costs  as  in  the  Hospitals  of  Qitario 
Pension  Plan.  Municipal  governments  may  be  involved  tlirough  OMERS, 
(Ontario  Municipal  Employees  Retirement  System,  a  multi-employer  plan) 
or  directly  in  plans  sponsored  by  individual  municipalities  before 
OMERS  came  into  existence.  Throughout  the  report,  plans  in  which 
the  Goverament  of  Ontario  is  directly  or  indirectly  responsible  for 
costs  are  referred  to  as  "public  sector  plans"  to  distinguish  them  from 
those  of  private  employers  which  are  called  "private  sector  plans." 
QDvernment-sponsored  plans  v^ere  the  government  is  not  in  the  role  of 
employer,  such  as  GAINS,  GIS  and  the  Canada  Pension  Plan,  are  referred 
to  as  "government  programs"  and  are  clearly  not  within  the  ambit  of 
public  sector  plans. 

Since  the  Ontario  public  sector  plans  are  regulated  on  the  same 
basis  as  those  of  private  employers,  they  share  the  aspects  of  plan 
design  and  the  problems  of  employment  pension  plans  discussed  in  Design 


IV 


for  Retirement.  Ttius,  the  Conmission's  recommendations  in  Volumes  II 
and  III  for  anployment  pension  plans  apply  to  plans  in  both  the  public 
and  private  sectors. 

There  are  however  a  number  of  natters  which  specifically  concern 
public  sector  plans.  The  Honourable  William  Davis  in  his  statement  to 
the  Legislature  on  the  establishment  of  this  Commission  noted  that  the 
conspicuous  fully-indexed  benefits  of  federal  and  provincial  public- 
employee  pension  plans  had  caused  some  public  dissatisfaction  with 
private  sector  pensions.  The  Conmission  was  specifically  directed  to 
study  the  interrelationship  between  private  and  public  sector  pension 
plans.  Other  issues  arise  only  for  public  sector  plans,  such  as  the 
investment  of  pension  funds,  the  existence  of  the  funds  themselves, 
cost  control  in  a  non-profit  climate,  and  the  subject  of  collective 
bargaining  for  pension  rights.  For  tliis  reason,  the  Commission  decided 
to  deal  with  the  public  sector  plans  in  a  separate  section  of  the  re- 
port. Readers  particularly  interested  in  plans  for  Ontario  government 
employees  mast  refer  to  Volumes  II  and  III  of  the  report  as  well  as  to 
Volumes  VI  and  VII  for  the  complete  discussion  and  recommendations 
affecting  public  sector  plans. 

In  its  assessment  the  Commission  has  directed  itself  in  large 
measure  to  the  consideration  of  the  cost  of  public  sector  pensions. 
It  became  clear  to  the  Commission  in  its  deliberations  that  pension 
cost  in  the  public  sector  is  not  subject  to  the  same  constraints  of 
profitability  and  competition  as  that  in  the  private  sector.  This 
factor,  coupled  with  the  enormous  size  of  the  public  sector  pension 
ccmmitments,  caused  the  Conmission  to  concentrate  on  the  problems  of 
cost  identification  and  cost  control  for  the  protection  of  both  plan 
members  and  the  taxpayers  of  the  province. 

In  Ontario,  648,014  employees  of  government  (federal,  provincial 
and  municipal)  are  covered  by  pension  plans.  Of  these  about  455,000  are 
in  the  Ontario  public  sector;  the  balance  are  federal  civil  servants 
most  of  whom  are  covered  under  tlie  Public  Service  Superannuation  Act  of 
Canada. (4)  This  act  is  not  subject  to  either  the  Pension  Benefits 
Act  of  Ontario  or  the  Federal  Pension  Benefits  Standards  Act.  (5)  In 
practice,  however,  the  Superannuation  Act  parallels  in  most  respects 
the  requirements  of  the  Pension  Benefits  Act.  References  to  data  on 
the  Ontario  public  sector  plans  contained  in  Volumes  VI  and  VII  do 
not  include  employees  vn^o  nay  be  members  of  federal  government  plans. 
However,  most  pension  data  sources,  including  Statistics  Canada,  include 
these  federal  plan  members  as  part  of  Ontario's  public  sector,  and  those 
sources  were  used  by  the  Commission  in  other  volumes  of  the  report. 
This  nust  be  kept  in  mind  v^en  considering  the  public  sector  data.  The 
discussion  does  not  include  federal  government  plans  unless  specific 
reference  is  nede  to  them. 

There  are  some  127  public  sector  plans  in  the  province  covering 
Ontario  government  anployees.  In  order  to  collect  factual  details  of 


these  plans  the  Conmission  obtained  the  services  of  Dr.  Laurence  Kelly, 
an  industrial  relations  consultant  associated  with  Queen's  University, 
Kingston.  Dr.  Kelly  obtained  information  through  questionnaires  di- 
rected to  each  of  the  127  plan  sponsors  and  also  by  meeting  with  a 
number  of  individuals  and  groups  participating  in  these  plans.  In 
addition,  the  Coiimission  received  many  briefs  and  heard  submissions 
fran  persons  concerned  with  the  public  sector  plans.  The  factual  data 
canpiled  by  Dr.  Kelly  is  entitled,  "Ontario  Public  Sector  Pension  Plan 
Data,"  and  is  found  in  Volume  VII  of  the  report.  It  is  referred  to  in 
the  text  as  the  "public  sector  study."  Dr.  Kelly  also  presented  his 
discussion  of  the  data  in  report  form  which  has  been  in  large  part 
incorporated  into  the  text  of  Volume  VI.  The  original  report  is  filed 
with  the  Archivist  of  Ontario  as  part  of  the  Conmission 's  papers. 

Occasionally  discrepancies  may  be  noted  between  the  public  sector 
study  and  other  data  supplied  to  the  Ccxnmission  and  used  in  Volume  VI . 
These  discrepancies  reflect  primarily  difficulties  in  obtaining  data 
based  on  the  same  time  periods  and  on  the  same  data  criteria.  This  is 
perhaps  one  of  the  mDst  difficult  problems  v^ich  public  sector  adminis- 
trators must  face  in  seeking  effective  control  over  the  plans.  However, 
the  Conmission  is  satisfied  that  the  public  sector  study  provides  a 
sufficient  base  for  its  assessment  of  public  sector  plans  in  Ontario 
today. 
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NOTES 

(1)  The  Pension  Benefits  Act,  R.S.O.  1970,  c.  342,  does  not  apply  to 
the  pensions  of  members  of  the  Ontario  Legislature.   They  come 
under  The  Legislative  Assembly  Retirement  Allowances  Act,  R.S.O. 
1970,  c.  241,  and  are  not  "employees"  as  defined  in  the  Pension 
Benefits  Act.   A  minor  exception  for  retirement  allowances  under 
The  Municipal  Act  and  The  Schools  Administration  Act  is  made  in 
section  21  of  the  Regulation,  R.R.O.  1970,  Reg.  654,  under  the 
Pension  Benefits  Act. 

(2)  Pension  Benefits  Act,  s.  1(d). 

(3)  This  exception  deals  with  the  funding  of  initial  unfunded 
liabilities  for  past  service  existing  on  January  1,  1965  when  the 
Pension  Benefits  Act  came  into  force.   Under  the  act  such  initial 
unfunded  liabilities  in  the  plan  of  a  private  employer  are 
amortized  over  not  more  than  2  5  years  and  are  being  gradually 
paid  off  by  special  payments  ending  in  1989.   Government  bodies 
are  not  required  to  make  special  payments  but  pay  interest  only 
on  these  initial  unfunded  liabilities,  with  the  result  that 
these  liabilities  continue  but  do  not  increase.   (O.  Reg.  654, 
sec.  2(13)) 

(4)  The  Public  Service  Superannuation  Act,  S.C.  1952-53,  c.  47. 

(5)  Pension  Benefits  Standards  Act,  R. S.C.  1970,  c.  P-8. 
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Chapter  1 


Membership 


THE  PUBLIC  SECTOR 

There  are  127  pension  plans  in  the  Ontario  public  sector,  which 
includes  the  provincial  government,  its  agents  and  corporations,  and 
municipalities;  and  other  bodies  receiving  funds  directly  or  indirectly 
from  the  provincial  government  or  a  municipal  government  in  Ontario. 
These  plans  had  455,000  active  members  in  1977.  Five  of  these  plans 
covered  84  per  oent  of  the  membership. 

For  ease  of  classification  these  sectors  are  divided  into  six 
sub-sectors  as  follows: 

Provincial  Government 

The  79,887  members  in  this  sub-sector  are  employees  of  the  Ontario 
government  directly  and  of  13  various  agencies  and  boards  such  as 
the  Wbrkmen's  Ccmpensation  Board  and  the  Art  Gallery  of  Ontario. 
In  this  sub-sector  76,712  (96  per  cent)  are  members  of  the  plan 
provided  by  the  Public  Service  Superannuation  Act  (PSSA).(l)  The 
province  itself  is  the  designated  employer  under  the  PSSA,  and 
individual  boards  and  agencies  are  the  employers  for  the  balance  of 
employees   in  this  sector. 

Education 

This  sub-sector  has  154,704  members,  enployed  by  school  boards  and 
educational   institutions. 

The  Iteachers'  Superannuation  Act(2)  covers  115,563  members  and  in- 
cludes teachers  in  elementary  and  secondary  schools.  The  Tteachers' 
Superannuation   Fund    is   a  multi-employer  plan  which  covers   313 


employers,  chiefly  school  boards  and  designated  private  schools, 
although  the  province  makes  the  employer  contributions.  The 
remaining  nembers  in  this  sub-sector  are  employees  of  colleges, 
(including  technical  colleges),  universities,  and  the  Ontario 
Institute  for  Studies   in  Education. 

Municipal  Government 

This  sub-sector  has  129,015  members  of  which  106,731  are  members 
of  the  plan  established  under  the  Ontario  Municipal  Employees 
Retirement  System  Act  (0MERS).(3)  CMERS  is  a  multi-employer  plan 
covering  employees  of  1,006  Ontario  municipalities  and  local 
bodies.  The  province  is  not  a  direct  employer,  but  financing  for 
both  municipal  and  non-teaching  school  board  staff  occurs  through 
transfer  payments  from  the  province.  The  remaining  members  are 
covered  by  closed  municipal  plans,  the  Ttoronto  Transit  Commission, 
conservation  authorities,  and  other  local  associations  and  bodies. 
About  365  small  villages  and  townships  in  Oitario  do  not  partici- 
pate in  CMERS. 

Health 

This  sub-sector  covers  employees  of  hospitals  and  health  institu- 
tions and  bodies.  Of  the  68,110  members,  63,645  are  members  of 
the  Hospitals  of  Ontario  Pension  Plan.{HOOPP)  This  plan  is  a 
multi-employer  plan  in  v\i-iich  individual  hospitals  may  participate 
and  are  the  anployers.  HOOPP  and  the  plans  covering  employees  in 
this  sub-sector  resemble  private  sector  plans  but  the  province 
provides  funds  for  operating  costs  generally.  There  are  258 
employers  participating   in  HOOPP. 

Provincial  Utilities 

This  sub-sector  covers  employees  of  Ontario  Hydro  and  the  Ontario 
Northland  Transportation  Cormission.  There  are  20,478  members  of 
the  Hydro  Pension  Plan  provided  for  under  the  Power  Corporation 
Act(4),  and  1,622  in  the  Ontario  Northland  Transportation  Commis- 
sion plan  (ONTC).  Ontario  Hydro  or  the  Cormission  is  the  employer, 
but  the  province  exercises   indirect  control  over  finances. 

Legislative  Assembly 

There  are  123  members  of  the  Legislative  Assembly  for  vhan  pensions 
are  provided  under  the  Legislative  Assembly  Retirement  Allowances 
Act(5),  and  157  members  of  the  Caucus  Employees  Retirement  Plan 
provided  by  order- in-council. 

The  Commission  has  concentrated  on  the  five  largest  plans  which 
cover  84  per  cent  of  public  sector  membership.  These  are:  the  Tteachers' 
Superannuation  Rind    (TSF)    (115,563),    the   Ontario  Municipal    Employees 


Retirement  System  (OMERS)  (106,731),  tJie  l\iblic  Service  Superannuation 
Fund  (PSSF)  (76,712),  Ontario  Hydro  Pension  Plan  (Hydro)  (20,478),  and 
Hospitals  of  Ontario  Pension  Plan   (HOOPP)    (63,645). 


PROFILE  OP   IHE  MEMBERSHIP 

Active  Members 

The   following    tables   show   the   active  membership  by   age,    sex, 
sub-sector,   and  years  of  service. 

Table  1 

Oitario  Public  Sector  Active  Pension  Plan  Member- 
ship, by  Age  Group  and  Sex,  December  1977 


Age 

Males 

Females 

Under  20 

190 

608 

20-24 

6,724 

16,877 

25-29 

24,156 

38,082 

30-34 

29,213 

25,028 

35-39 

24,677 

18,533 

40-44 

20,032 

14,785 

45-49 

18,889 

14,145 

50-54 

17,537 

13,199 

55-59 

14,485 

10,737 

60-64 

9,406 

7,191 

65+ 

886 

639 

Sex  breakdown  only 

available 

70,782 

36,318 

Total 

236,977 

196,142 

Source  Royal  Conmission  on  the  Status  of  Pensions 
in  Ontario,  "Ontario  Public  Sector  Pension 
Plan  Data." 
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WoTien  represent  45.3  per  cent  of  active  plan  members.  However  by 
s>±)-sectors  the  proportion  varies  widely.  Wbmen  represent  a  majority  of 
the  active  membership  in  health  (79  per  cent)  and  in  education  (56  per 
cent).  Ihey  account  for  37  per  cent  of  active  membership  in  provincial 
government,  31  per  cent  in  municipal  government,  and  14  per  cent  in 
provincial  utilities.  In  each  sub-sector  vonen  represent  a  higher  pro- 
portion of  those  under  30  years  of  age  than  of  total  membership,  ranging 
from  87  per  cent  in  health  to  25  per  cent  in  provincial  utilities. 

The  majority  of  active  pension  plan  members  are  under  40  years  of 
age.  In  each  sub-sector,  the  largest  number  of  members  is  in  the  25  to 
29  age  group. 

In  each  sub-sector  except  health,  the  average  service  of  men 
exceeds  that  of  women  by  a  significant  margin  beyond  a  certain  age. 
This  presumably  reflects  the  fact  that  many  women  leave  anployment 
during  child-rearing  years  and  return  to  work  later.  The  gap  tends  to 
narrow  in  age  groups  close  to  retirement  age,  partly,  perhaps,  because 
of  the  early  retirement  of  long-service  males,  and  partly  because  in  the 
older  age  brackets  there  are  likely  to  be  few  fanale  re-entrants.  The 
most  notable  difference  between  sub-sectors  is  the  shorter  average 
pensionable  service  in  health  in  each  age  bracket  to  60-65,  which  is 
partly  explained  by  the  fact  that  this  plan  was  established  only  in 
1966.  The  average  service  in  the  provincial  government  is  lower  than  in 
education,  municipal  government,   or  provincial  utilities. 

In  the  provincial  government  and  also  in  education,  there  is  a 
decline  in  average  pensionable  service  after  age  65.  There  are  very  few 
active  members  in  this  age  category,  however,  and  close  to  half  of 
those  v\ho  continue  wDrking  beyond  the  normal  retirement  age  in  these 
sub-sectors  are  persons  vho  do  not  ireet  the  minimum  service  requirements 
for  a  pension. 

The  proportion  of  active  members  in  each  age  category  who  have  10 
or  more  years  of  pensionable  service  shows  much  the  same  pattern  of 
variation  in  each  sub-sector  as  does  average  pensionable  service.  In 
each  sub-sector  except  health,  the  proportion  of  vvonen  v^ho  have  10  years 
service  or  more  is  significantly  lower  than  that  of  men  over  a  fairly 
broad  age  range;  although  the  proportions  tend  to  be  about  the  same 
among  those  v^o  are  close  to  retirement  age.  Again,  there  are  quite 
wide  variations  between  sub-sectors;  e.g.,  in  provincial  utilities  at 
one  extreme,  90  per  cent  of  males  and  fonales  aged  60-64  have  10  or  more 
years  of  service,  vi*iereas  in  health,  at  the  other  extreme,  only  about 
two-thirds  of  the  females  and  half  of  the  males  in  that  age  bracket  have 
at  least  10  years'  pensionable  service.  Among  those  aged  45  or  over, 
the  proportion  who  have  10  or  more  years  of  service  in  each  sub-sector 
varies  as  follows: 


Provincial  Government  -  63.0 

Municipal  -  Open  -  77.3 

Municipal  -  Closed  -  99.7 

Health  -  46.3 

Education  -  70.6 

Provincial  Utilities  -  81.4 

Termination  rates  of  employees  by  years  of  service  are  shown  in 
Table  6. 

Termination  Rates 

Generally  speaking,  the  higher  the  termination  rate,  the  less 
the  pension  oost  will  be,  because  fewer  employees  stay  long  enough  to 
receive  pensions.  The  higher  the  average  rate  of  termination,  the  fewer 
will  be  the  number  of  employees  who  have  substantial  continuous  service. 
For  example,  with  an  average  annual  termination  rate  of  6  per  cent,  just 
over  half  of  every  100  new  employees  would  still  be  employed  by  the  same 
organization  after  10  years.  With  an  average  termination  rate  of  2  per 
cent,  80  per  cent  of  than  WDuld  acquire  10  years  of  service. 

Table  6  reveals  that,  except  for  teachers,  and  to  a  lesser  extent, 
hydro  and  municipal  utilities  employees,  there  is  a  marked  decline  in 
termination  rates  during  the  first  9  years  of  service.  In  all  plans 
except  the  TSF  the  termination  rates  of  those  with  10  or  more  years  of 
service  are  lower  -  generally  much  lower  -  than  those  of  shorter-service 
employees.  The  much  lower  rate  for  teachers  than  for  other  groups  is  no 
doubt  partly  explained  by  the  fact  that  teaching  is  a  profession  that 
people  would  normally  enter  with  a  view  to  pursuing  it  on  a  career 
basis;  if  they  change  employment,  it  is  very  likely  to  be  to  another 
school  board.  Also  important,  however,  is  the  fact  that  the  TSF  allows 
employees  to  leave  their  contributions  in  the  fund  after  any  length  of 
service  in  case  they  return  to  work.  Those  v^ho  take  advantage  of  this 
opportunity  do  not  terminate  their  membership  in  the  plan. 
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Termination  rates  are  higher  for  women.  In  both  the  PSSF  and  TSF, 
the  average  termination  rates  for  females  is  more  than  twice  that  of 
males.  Moreover,  this  is  not  simply  a  result  of  the  fact  that  younger 
females  have  high  withdrawal  rates:  in  the  PSSF,  females  with  10  or 
more  years  of  service  have  a  termination  rate  almost  twice  that  of  males 
while  in  the  TSF  the  rate  for  females  with  10  or  more  years  of  service 
is  about  four  times  that  of  males.  HOOPP  was  the  only  other  plan  which 
provided  data  on  male  and  female  termination  rates.  Data  for  HOOPP  for 
1976  show  tliat  the  average  termination  rate  for  females  (9.59  per  cent) 
was  only  slightly  higher  tlian  that  for  males  (9.13  per  cent).  These 
figures  are  not  directly  comparable  with  those  provided  by  other  plans, 
since  hospital  employees  are  not  required  to  join  HOOPP  in  the  first  two 
years  of  their  service,  and  it  is  in  these  two  years  that  termination 
rates  are  generally  highest.  The  high  termination  rates  of  both  males 
and  females  from  this  plan,  however,  seon  to  partly  explain  why  pension 
plan  members  in  the  health  sub-sector  have  much  shorter  pensionable 
service  in  each  age  bracket  than  those   in  other  plans. 

We  received  some  information  on  the  proportion  of  vested  plan 
members  v^o  elect  to  receive  a  deferred  life  annuity  rather  than  a 
refund  of  contributions.  In  the  PSSF,  which  has  a  10-year  vesting 
requirement,  12.63  per  cent  of  terminating  employees  in  1976  who  had  10 
or  more  years  of  service  and  vho  had  a  choice  of  receiving  a  refund  of 
their  contributions  or  a  deferred  life  annuity,  opted  for  the  latter. 
In  CMERS,  over  tlie  period  1974-1977,  18.95  per  cent  of  the  males  and 
15.06  per  cent  of  the  females  who  had  10  years  of  service  and  who  were 
under  age  45  elected  a  deferred  annuity.  In  the  TSF,  by  contrast,  86.9 
per  cent  of  the  terminating  employees  in  1977  who  had  10  or  more  years 
of  service  and  ^^^ose  contributions  v^re  not  required  to  be  locked-in, 
elected  not  to  withdraw  these.  Figures  provided  by  Ontario  Hydro  are 
not  directly  canparable,  since  they  relate  to  all  terminating  employees 
entitled  to  receive  a  deferred  pension,  including  those  whose  contri- 
butions are  required  to  be  locked  in  under  the  45  and  10  rule  and  those 
who  leave  after  only  one  year  of  service.  They  show  that  10.9  per 
cent  of  the  vested  employees  v*io  terminated  in  1977  opted  for  or  were 
required  by  law  to  take  a  deferred  life  annuity. 

Plan  Membership  and  Vesting  Provisions 

Vesting  provisions  in  the  Ontario  public  sector  vary  widely, 
ranging  from  immediate  vesting  to  vesting  after  the  legally  required 
standard  of  ^e  45  and  10  years'  service.  As  shown  in  Table  7,  a  major- 
ity of  all  active  plan  members  (61.9  per  cent)  are  subject  to  a  10-year 
vesting  requirement,  vAiich  reflects  the  fact  that  the  vast  majority  of 
those  in  provincial  government  (99.5  per  cent),  health  (96.0  per  cent), 
and  education   (84.7  per  cent)   are  covered  by  such  a  provision. 
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Table  7 

Ontario  Public  Sector  Ehiployees  Covered  by  Various 

Vesting  Provisions,    1977 


Per  cent 

Vesting  provision 

Enployees 

of  total 

(Number) 

Iiiuiiedidte 

122,011 

27.1 

1  year's  service 

20,478 

4.5 

10  years'  service 

279,067 

61.9 

Age  45  and  10  years' 

service 

21,052 

4.7 

Other 

8,043 

1.8 

Source  RDyal  Conmission  c«i  the  Status  of  Pensions 
in  Ontario,  "Ontario  Public  Sector  Pension 
Plan  Data." 

Because  of  the  limitations  of  the  data,  it  is  not  possible  to  show 
the  number  of  vested  employees  in  each  sub-sector.  It  is  possible, 
however^,  to  give  a  rough  indication  of  how  the  numbers  compare.  The 
highest  proportion  of  vested  plan  members  is  in  the  municipal  govern- 
ment, since  CMERS,  vihich  has  immediate  vesting,  covers  84  per  cent  of 
the  active  members  in  this  sub-sector.  A  majority  of  the  other  plan 
members  in  the  municipal  government  are  subject  to  the  45  and  10  vesting 
provision,  v^ich  vould  mean  that  a  minority  are  vested. 

In  provincial  utilities,  a  large  majority  of  plan  members  have 
vested  pension  rights  since  Ontario  Hydro,  v>^ich  accounts  for  93  per 
cent  of  the  membership  in  this  sub-sector,  has  a  one-year  service  re- 
quirenent.  The  other  employer  in  this  sub-sector  -  ONTC  -  has  a  10-year 
vesting  requirement.  In  education  v*iere  most  employees  are  covered  by  a 
10-year  vesting  provision,  about  60  per  cent  of  all  active  members  are 
vested,  v^ile  in  the  provincial  government  and  health  sub-sectors,  where 
this  provision  also  predaninates,  the  proportions  are  about  38  per  cent 
and  30  per  cent  respectively. 

CMERS,  which  has  immediate  vesting,  provided  data  on  the  percentage 
of  male  and  female  employees  vvho  elected  a  deferred  annuity  by  years  of 
service,  with  a  separate  breakdown  for  those  under  45  years  of  age.  Ihe 
data  indicate  that  employees  viio  are  aged  45  or  more  and  \\ho  have  one  to 
nine  years  of  service  are  much  more  likely  to  elect  a  deferred  annuity 
than  a  refund  of  contributions,  than  are  persons  under  45  with  the  same 
years  of  service.  Moreover,  v^ile  there  does  not  appear  to  be  any 
consistent  relationship  between  length  of  service  and  preference  for  a 
deferred  annuity  among  those  under  45,  the  fact  that  the  percentage  of 
all  plan  members  electing  a  deferred  annuity  increases  with  length  of 
service,  indicates  that  in  the  45  and  over  group  there  is  a  direct 
relationship  between  length  of  service  and  the  propensity  to  opt  for  a 
deferred  annuity.      The  high  proportion  of   employees  of   all   ages  who 


12 


"elect"  a  deferred  annuity  after  10  years  of  service  partly  reflects  the 
fact  that  the  contributions  of  those  aged  4  5  and  over  are  locked  in. 
Among  those  under  45,  the  prc^rtion  jumps  sharply  after  nine  years  of 
service. 

Pensioners 

Public  sector  pensioners  include  those  receiving  retirement  pen- 
sions (retirees)  as  well  as  those  receiving  disability  pensions  and 
survivor  pensions.  Table  8  shows  the  distribution  of  all  pensioners  by 
age  and  sex. 

Table  8 

Ontario  Public  Sector,   Cdstribution  of   Pensioners 

by  Age  and  Sex,   as  of  December  1977(a) 

Age Male Female 

55  and  under 

56-60 

61-65 

66-70 

71-75 

76-80 

81  and  over 

Total 

Total  pensioners 

a     Excludes  pensioners   in  BDOPP,   CMERS,   provincial 
utilites,   and  seme  smaller  plans. 

Source  Itoyal  Commission  on  the  Status  of  Etensions 
in  Oitario,  "Ontario  Public  Sector  Pension 
Plan  Data." 

The  data  do  not  always  distinguish  between  the  types  of  pension, 
that  is,  v*iether  it  is  a  retirement,  survivor,  or  disability  pension. 
In  addition  those  in  receipt  of  a  retirement  pension  include  those  who 
may  he  receiving  a  pension  which  arose  as  a  result  of  terminating  em- 
ployment with  a  vested  benefit,  that  is,  a  deferred  life  annuity.  Thus, 
retirees  may  be  retirees  from  other  than  the  public  sector.  Furthermore, 
pensions  ney  be  paid  to  those  under  age  65  or  normal  retirement  ^e. 

The  information  obtained  about  pensioners  by  year  of  retirement  and 
sex  relates  mainly  to  the  provincial  government  and  education  sub- 
sectors:  over  90  per  cent  of  those  for  whom  these  breakdowns  were 
provided  were  members  of  plans  in  these  sub-sectors,  the  vast  majority 
of  them  members  of  the  PSSF  and  TSF.  The  distributions  therefore  cannot 
be  considered  representative  of  the  public  sector  as  a  whole,  either 
with  respect  to  the  relative  number  of  male  and   female  pensioners    (with 
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544 

1,107 

1,079 

1,893 

3,510 

4,671 

5,013 

6,361 

2,800 

4,296 

1,353 

2,526 

923 

2,009 

15,222 

22,863 

38, 

,085 

survivors  included  females  represent  a  majority  of  the  pensioners  in 
both  provincial  government  and  education)  or  with  respect  to  distri- 
butions by  age  and  year  of  retirement  (HOOPP  and  OMERS,  v^iich  are 
relatively  new  plans,  oould  be  expected  to  have  very  few  pensioners  in 
older  age  categories). 

Nevertheless,  the  figures  do  provide  some  insight  into  trends  and 
patterns  in  the  pensioner  population  of  plans  \%hich,  for  the  most  part, 
are  mature  plans.  The  data  show  that  20.6  per  cent  of  those  receiving 
pensions  as  of  December  31,  1977  had  been  receiving  them  since  1965  or 
earlier;  another  24.9  per  cent  had  been  on  pension  since  1966-70;  while 
the  remaining  53.5  per  cent  began  to  receive  their  pensions  in  1971  or 
later.  These  proportions  reflect  a  high  rate  of  increase  in  the  number 
of  new  pensioners  since  1960  as  well  as  the  expected  mortality  among 
older  pensioners. 

The  high  rate  of  growth  is  reflected  also  in  the  accompanying 
chart,  vvhich  shows  the  distribution  of  pensioners  as  of  December  1977 
according  to  their  ages  at  that  date.  The  chart  shows  that  by  far 
the  largest  number  of  male  and  female  pensioners  is  in  the  66-70  age 
bracket,  vhich  includes  those  who  have  retired  in  recent  years  at  normal 
retirement  age.  Thereafter  the  numbers  decline,  mainly  because  there 
were  fewer  new  pensioners  in  the  years  when  people  in  these  age  cate- 
gories retired  but  partly,   of  course,   because  of  higher  mortality  rates. 

Although  not  obvious  fran  the  chart,  there  are  quite  wide  varia- 
tions in  the  ratio  of  female  to  male  pensioners  in  the  different  age 
categories.  The  ratio  declines  from  2:1  in  the  55-and-under  age  bracket 
to  1.3:1  in  the  66-70  age  category,  presumably  because  the  number  of 
persons  receiving  survivor  pensions  is  a  diminishing  proportion  of 
the  total.  After  age  70  the  ratio  rises  again,  reaching  2.2:1  in  the 
81-and-over  age  group.  In  part,  this  may  be  the  result  of  differences 
in  mix  of  male  and  female  retirees  in  the  past;  for  in  the  TSF,  which 
accounts  for  close  to  half  of  those  to  whom  the  chart  relates,  there 
has  been  a  steady  decline  in  the  proportion  of  female  contributors. 
However,  differences  in  irele  and  female  mortality  rates  are  undoubtedly 
also  a  factor. 
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Chart  1 

Ontario  Public  Sector.  Distribution  of  Pensioners  by  Age  and  Sex,*  December  1977 
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Care  must  be  taken  when  looking  at  figures  v^^ich  are  "average" 
pensions.  For  example,  these  may  include  survivor  pensions  which  are 
about  50  per  cent  of  retirement  pensions.  Averages  also  include  those 
in  receipt  of  pensions  with  long  as  well  as  shorter  service.  There  may 
also  be  higher  average  earnings  because  of  the  nature  of  the  work, 
as  is  the  case  with  plans  having  a  high  proportion  of  managerial  and 
professional  anployees.  The  age  of  retirees  may  also  be  a  factor  if 
there  is  a  large  number  of  recent  retirees. 

Table  9  shows  the  proportion  of  pensioners  by  type  of  pension. 

Table  9 

Oitario  Public  Sector,   Efensioners  by  Type  of  Ftension 


Retirement 


Survivor 


Disability 


PSSF  (1976) 

TSF  (1977) 

WCB(a)  (1977) 

Hydro  (1977) 

OMERS  (1976) 


(Per  cent) 

66.8 

9.3 

23.8 

83.0 

9.6 

7.4 

76.7 

21.9 

1.4 

49.7 

40.9 

9.4 

74.5 

5.4 

20.0 

a     Workmen's  Gcmpensation  Board. 

Source     Royal  Commission  on  the  Status  of  Pensions  in  Ontario,   "Ontario 
Public  Sector  Pension  Plan  Data." 

The  number  of  beneficiaries   as   a  percentage  of   active  members    is   as 
follows : 


PSSF  (1977) 

TSF  (1976) 

GMERS  (1977) 

HOOPP  (1977) 

Hydro  (1977) 


14 . 2  per  cent 

11. 3  per  cent 
9. 2  per  cent 

14.8  per  cent 

13.2  per  cent 


The  total  number  and  cost  of  pensions  paid  for  1977  for  selected  plans 
are  as  follows: 
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Table  10 

Ontario  Public  Sector,   Ibtal  Payments  to  Pensioners, 

1977    (Retired,    Disabled,   Survivors) 

Amount 

(Number)      (Millions  of 
dollars) 

PSSF  16,376  65,484 

TSF  18,969  116,458 

CMERS    (1976)  11,471  12,856 

HOOPP  9,750  9,182 

Hydro  4,172  20,568 

WCB  365  1,420 

Toronto  Transit  Commission  1,264  5,160 

Metro  Tbronto  Police  801  3,921 

Toronto  Fire  Department  489  1,876 

Legislative  Assembly  76  674 

Source  Royal  Commission  on  the  Status  of  Pensions  in 
Ontario,  "Ontario  Public  Sector  Pension  Plan 
Data." 

Plan  sponsors  or  their  agents  do  not  maintain  detailed  files  on 
their  pensioner  population  beyond  the  information  on  the  amount  of 
pension  payable.  Distribution  of  pensioners  by  age,  year  of  retiranent, 
or  years  of  service  is  not  available  and  many  plans  do  not  distinguish 
among  retirees,   survivors,   and  disabled. 


GROWTH 

Members 

Growth  in  the  number  of  active  members  for  the  five  major  pension 
plans  is  shown  in  T^le  11.  Statistics  on  membership  prior  to  1960  for 
plans  then  in  existence  are  not  readily  available. 
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Table  11 

Ontario  Public  Sector,   Number  of   Members  of   the   Five  Major  Pension 

Plans,    1960-1977 


TSF 

PSSF 

Hydro 

HOOPP 

OMERS 

(Number) 

1979 

77,047 

23,100 

65,052 

116, 134(E) 

1978 

135,298 

77,564 

21,997 

64,823 

115,615 

1977 

136,711 

76,712 

20,478 

63,000E 

106,030 

1976 

139,138 

75,065 

19,555 

59,680 

102,432 

1975 

137,280 

75,371 

19,355 

53,474 

97,275 

1974 

131,808 

74,540 

18,126 

50,872 

88,708 

1973 

139,971 

72,748 

17,461 

49,098 

83,854 

1972 

119,873 

70,379 

17,187 

47,409 

77,258 

1971 

105,657 

68,735 

17,032 

42,694 

72,659 

1970 

93,000 

62,888 

15,711 

38,819 

64,993 

1965 

73,006 

41,432 

11,953 

23,942 

23,918 

1960 

48,011 

28,413 

— 

10,988 

9, 863(a) 

E  Estimate. 

a  Figure  is  for  1963. 

Source  Royal  Ccmmission  on  tlie  Status  of  Pensions  in  Ontario,  "Ontario 
Public  Sector  Pension  Plan  Data"  and  Ministry  of  Treasury  and 
Econonics. 

Growth  rates  of  the  major  pension  plans  vary  greatly  from  plan 
to  plan  and  over  the  years.  The  Ontario  public  service  grew  rapidly 
until  1976  when  the  government  adopted  a  constraint  program.  Municipal 
employment  has  been  growing  at  a  faster  rate  than  provincial  employment. 
Teachers  are  the  victims  of  darxDgraphic  shifts  resulting  from  the  fall 
in  the  birth  rate  during  the  late  1960s.  The  great  rate  of  growth  in 
the  health  sector  reflects  society's  increasing  demand  for  services.  A 
discussion  of  future  growth  trends  is  found  in  Chapter  5. 

The  growth  of  pensioners  over  the  years  is  shown  in  T^le  12. 
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The  growt±  of  membership  in  HCXDPP,  v^^ich  has  been  more  t±ian  four- 
fold since  it  was  established  in  1960,  and  in  OMERS,  which  has  in- 
creased by  a  roughly  similar  percentage  since  1965,  partly  reflects  the 
expansion  of  these  plans  to  include  new  employer  participants.  For 
this  reason,  and  also  because  they  are  relatively  new  plans,  changes 
in  the  proportion  of  pensioners  to  active  members  are  not  of  great 
significance. 

By  contrast,  in  the  PSSF  and  TSF,  \>^ich  are  long-established  plans, 
and  v*iich  together  account  for  almost  half  of  the  total  membership  of 
public  sector  plans,  the  figures  are  more  meaningful.  In  each  case,  the 
growth  of  active  membership  basically  reflects  the  growth  of  employment; 
while  growth  in  the  number  of  pensioners  reflects  both  demographic 
changes  and  changes  in  the  provisions  of  the  plans  which  have  made  it 
easier  to  qualify  for  a  pension.  Ihe  data  show  that  in  both  plans,  the 
percentage  increase  in  the  number  of  pensioners  has  been  considerably 
greater  than  the  increase  in  the  number  of  active  irembers.  In  the  PSSF, 
the  percentage  growth  in  the  number  of  pensioners  since  1960  has  been 
more  than  twice  that  of  the  number  of  active  members  (431  per  cent 
versus  170  per  cent),  while  in  the  TSF  the  number  of  pensioners  has 
risen  at  a  rate  almost  twice  as  fast  as  the  number  of  active  members 
(292  per  cent  versus  190  per  cent).  As  a  result,  in  the  PSSF,  the 
number  of  retirees  as  a  percentage  of  active  nembers  increased  from  5 . 7 
per  cent  in  1960  to  14.2  per  cent  in  1977,  while  in  the  TSF  it  rose  from 
7.3  per  cent  in  1960  to  11.3  per  cent  in  1976. 

Funds 

Table  13  shows  the  size  and  annual  growth  of  the  various  funds  from 
1965. 
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A  number  of  plans,  including  OMERS,  were  unable  to  provide  in- 
formation on  the  amount  of  pensions  paid  in  any  year  of  the  plan's 
operation,  and  only  a  few  were  able  to  provide  data  on  the  growth  in 
pension  payments  since  1960.  E)ata  supplied  by  the  latter  show  that 
increases  since  1960  have  been  substantial;  e.g.,  in  the  PSSF,  pension 
payments  rose  fran  $4.4  million  in  1960  to  $65.4  million  in  1977-78, 
while  in  the  TSF  payments  increased  from  $8.4  million  to  $116.5  in  1977. 
These  increases  are  basically  the  result  of  growth  in  the  number  of 
pensioners  and  in  the  earnings  on  vshich  new  pensions  are  based,  rather 
than  of  changes  in  the  provisions  of  the  plan.  They  perhaps  can  be  seen 
in  context  if  they  are  related  to  current  pensionable  payroll.  In  1977, 
PSSF  pension  payments  were  equivalent  to  5.7  per  cent  of  pensionable 
payroll,  \^ile  in  the  TSF  the  figure  vnbs  7.0  per  cent.  In  1971  -  the 
earliest  date  for  v^hich  pensionable  payroll  figures  are  obtainable  -  the 
figure  for  the  PSSF  was  4.7  per  cent,  and  the  TSF  figure  was  5.6  per 
cent. 

Fran  information  provided  on  number  of  pensioners  and  total  amounts 
paid,  it  is  possible  to  obtain  some  indication  of  how  average  pensions 
conpare  in  the  different  sub-sectors.  It  must  be  added,  however,  that 
these  averages  reflect  many  factors  and  one  cannot  conclude  en  the  basis 
of  these  figures,   that  one  plan  is  "better"  or   "worse"   than  another. 

Factors  that  may  account  for  variations  in  average  pensions  are: 

-  Differences  in  the  proportion  of  persons  receiving  retirement, 
disability,  and  survivor  benefits  in  the  various  plans.  (The 
averages   include  all  pensions.) 

-  The  proportion  of  long-service  employees  among  those  who  qualify 
for  pensions,  v^iich  may  vary  according  to  the  length  of  time 
plans  have  been  in  operation  and  also  according  to  differences 
in  termination  rates,  vesting  provisions,  opportunities  to 
receive  credit  for  past  service,   etc. 

-  Previous  rates  of  increase  in  the  number  of  new  pensioners: 
plans  which  have  a  high  proportion  of  recent  retirees  among 
their  pensioner  population  will  have  higher  average  pensions  - 
other  things  being  equal  -  than  those  vdiich  have  registered  a 
slover  growth  in  number  of  pensioners,  since  earnings  have  risen 
rapidly  since  the  early  1970s,  and  also  because  those  receiving 
survivor  pensions  could  be  expected  to  represent  a  relatively 
small  proportion  of  the  pensioner  population. 

-  The  average  earnings  of  employees  prior  to  retirement:  plans 
which  have  a  high  proportion  of  managerial  and  professional 
employees  among  their  members  could  be  expected  to  have  higher 
than  average  pensions. 
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-     Differences  in  benefit  formulas,    including  differences    in  cost- 
of-living  adjustments. 

Although  it  is  not  possible  to  isolate  the  effect  of  these  dif- 
ferent factors,  in  a  few  plans  the  impact  of  some  of  them  is  evident. 
For  example,  the  highest  average  pension  paid  in  the  public  sector  in 
1977  was  to  former  nembers  of  the  Legislative  Assembly,  which  might  be 
attributed  to  the  fact  that  they  have  higher  than  average  earnings  and 
a  much  higher  benefit  rate  per  year  of  service  than  others,  with  no 
reduction  for  CPP.  The  relatively  high  average  pension  paid  to  teachers 
would  appear  to  reflect  three  factors:  they  have  higher  earnings  at  the 
time  of  retirement  than  many  other  occupations;  they  tend  to  stay  in  the 
same  job  on  a  career  basis  and  so  acquire  more  years  of  continuous 
service;  and  their  retirements  have  grown  rapidly  in  recent  years. 
At  the  other  extreme,  the  low  average  pension  paid  by  HOOPP  can  be 
attributed  primarily  to  the  relatively  recent  introduction  of  this  plan, 
though  the  failure  to  make  any  cost-of-living  adjustments  in  recent 
years  has  also  held  down  the  level  of  pensions  compared  with  that  of 
other  plans. 

While  it  is  possible  to  draw  some  tentative  conclusions  from  these 
figures,  the  danger  in  doing  so  is  illustrated  by  figures  provided  by 
the  TSF,  WCB,  and  Hydro  plans,  v*iich  v\ere  the  only  ones  to  supply  data 
on  the  number  of  persons  receiving  different  types  of  pensions  and 
the  amounts  paid.  The  table  below  shows  the  proportion  of  pensioners 
receiving  retirement,  survivor,  and  disability  pensions  in  each  of  these 
plans  and  the  average  amounts  paid.  The  most  striking  differences  are 
the  lower  proportion  of  pensioners  receiving  retirement  pensions  in  the 
Hydro  plan,  (we  wDuld  assume  this  to  be  the  result  of  slower  growth  in 
the  pensioner  population  in  recent  years)  and  the  much  higher  average 
retirement  pension  paid  by  that  plan,  which  can  be  attributed  mainly  to 
the  fact  that  Hydro  employees  have  a  long  average  pensionable  service 
when  they  reach  retirement  age.  The  effect  of  such  differences  on 
average  pensions  is  indicated  by  the  fact  that  if  the  proportion  of 
pensioners  receiving  each  type  of  pension  were  the  same  in  the  Hydro 
plan  as  in  the  TSF,  the  average  Hydro  pension  would  be  over  $9,000 
rather  than  $4,930. 
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Very  few  plans  were  able  to  provide  data  v\*iich  would  make  it  pos- 
sible to  trace  changes  in  average  pensions  since  1960.  Of  those  that 
did,  only  three  were  major  plans:  PSSF,  TSF,  and  HOOPP.  The  figures 
for  HOOPP  cannot  be  meaningfully  compared  with  those  of  other  plans, 
since  HOOPP  was  established  in  1960.  In  the  PSSF,  the  average  pension 
rose  fran  $1,435  in  1960  to  $3,999  in  1977,  which  translates  into  a 
percentage  increase  scsnewhat  lower  than  the  rise  in  average  earnings 
over  this  period.  In  the  TSF  the  increase  was  greater  -  fran  $1,736  in 
1960  to  $6,139  in  1977.  Analysis  of  the  data  shows  that  the  increase  in 
TSF  pensions  relative  to  those  paid  by  the  PSSF  began  about  1965  and  has 
been  fairly  gradual  since  then,  suggesting  that  it  may  be  the  result  of 
changes  in  relative  earnings  over  this  period.  However,  as  we  have 
indicated,  any  conclusions  based  on  comparisons  of  average  pensions 
wDuld  have  to  be  considered  speculative.  Future  growth  rates  and  their 
cost  implications  are  considered   in  Chapter  5. 
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NOTES 

(1)  R.S.O.  1970,  c.  387  as  amended. 

(2)  R.S.O.  1970,  c.  455  as  amended. 

(3)  R.S.O.  1970,  c.  324  as  amended. 

(4)  R.S.O.  1970,  c.  21   as  amended. 

(5)  R.S.O.  1970,  c.  241  as  amended. 
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Chapter  2 


Plan  Features 


INTRODUCTION  -  THE  ORIGINAL   PUBLIC   SECTOR  PLANS 

The  first  formal  retirement  arrangement  for  the  organized  civil 
service  in  this  country  came  in  1870  for  federal  civil  servants  and  was 
entitled,  "An  act  for  better  ensuring  the  efficiency  of  the  Civil  Ser- 
vice of  Canada,  by  providing  for  the  superannuation  of  persons  employed 
therein,    in  certain  cases . " ( 1 ) 

It  was  some  50  years  later  tJiat  teachers{2)  and  public  servants(3) 
in  Qitario  had  formal  pension  arrangements  and  before  the  Rswer  Commis- 
sion Act  was  amended(4)  to  provide  pensions  for  hydro  wDrkers.  Ihe  next 
major  thrust  for  large  public  sector  plans  did  not  come  until  the  early 
1960s  vtien  the  need  for  portability  caused  an  amalgamation  of  smaller 
plans  covering  hospital  workers  and  municipal  anployees.  The  year  1960 
saw  the  establishment  of  the  Hospitals  of  Ontario  Pension  Plan(5),  and 
in  1961-1962  legislation  was  passed  to  set  up  an  CMERS  umbrella  plan  for 
the  onployees  of  municipalities  throughout  the  province. (6) 

Of  the  127  or  more  pension  plans  in  the  public  sector  today, 
there  are  five  major  plans:  the  Public  Service  Superannuation  Fund 
(PSSF),  Tteachers'  Superannuation  Flind(TSF),  Ontario  Municipal  Ehiployees' 
Retirement  System  (OMERS),  Hospitals  of  Ontario  Pension  Plan  (HOOPP), 
and  Ontario  Hydro.  Membership  of  the  five  major  plans  constituted  10.4 
per  cent  of  the  Ontario  labour  force  and  84  per  cent  of  total  active 
membership  of  plans  in  the  Ontario  public  sector  in  1977.(7) 

Today,  virtually  all  regular  full-time  employees  are  required  to 
belong  to  their  pension  plan.  Most  plans  specify  immediate  coverage 
(e.g.,  PSSF,  WCB,  and  TSF)  but  some  have  various  age  and  service  re- 
quirements before  joining.  At  Queen's  University  for  example,  member- 
ship is  mandatory   at   age   30,    while   the   University  of  Waterloo  has   a 
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compulsory  manbership  age  of  35.  The  few  service  requirements  that 
exist  do  not  exceed  six  months,  presumably  because  that  is  long  enough 
to  cover  the  period  of  highest  turnover,  especially  that  of  probationary 
employees.  HOOPP  requires  participation  after  two  years'  service, 
although  employees  with  six  months'  to  two  years'  service  may  join.  The 
TTC  plan  specifies  six  months'  service  as  a  condition  of  eligibility; 
the  Ontario  Hydro  and  Ontario  Northland  Transportation  Commission  (ONTC) 
plans  require  six  months'  service  for  selected  employees.  In  plans 
that  have  age  requironents,  on  the  other  hand,  some  employees  may  have 
several  >ears  of  service  before  being  eligible  to  join  the  plan.  A 
number  of  university  money-purchase  plans  (including  those  with  "minimum 
guarantee"  provisions)  have  such  restrictions.  These  plans  provide 
for  matching  by  the  employer  of  the  individual  employee's  contribu- 
tions, and  permit  the  transfer  of  double  the  employee's  contributions  to 
another  employer's  plan  or  an  RRSP  if  the  employee  terminates.  The 
exclusion  of  younger  employees  from  plan  membership,  therefore,  can  be 
explained  by  the  high  cost  that  the  onployer  would  incur  if  they  were 
allov>ed  to  join  and  took  advantage  of  the  opportunity.  In  many  defined 
benefit  plans,  by  contrast,  the  employer  makes  little  or  no  contribution 
on  behalf  of  individual  employees  vho  terminate  before  they  are  40  years 
of  age,  and  younger  employees  who  enter  the  plan  help  to  hold  down  the 
employer's  cost. 

Uncovered  Enployees 

In  addition  to  those  excluded  because  they  do  not  meet  age  or  ser- 
vice requirements,  other  employees  are  ineligible  for  pension  coverage 
because  of  their  lack  of  regular  or  permanent  employee  status.  They  are 
part-time,   casual,  or  seasonal  employees. 

Part-time  Ent^loyees 

These  employees  work  24  hours  per  week  or  less.  The  Ontario  Labour 
Relations  Board  uses  a  24-hour  demarcation  to  determine  v^ether  indi- 
viduals should  be  members  of  bargaining  units.  This  definition  appears 
to  be  the  basis  for  classifying  employees  as  full-time  for  the  purpose 
of  establishing  eligibility  for  pension  plan  coverage  in  HOOPP  and  the 
community  colleges  plan.  In  other  plans  a  part-time  onployee  is  one  who 
regularly  works  anything  less  than  the  normal   full-time  schedule. 

Casuals 

These  are  persons  who  work  on  an  "as  required"  basis  and  include 
temporary  replacements  or  persons  hired  for  short-term  projects.  Casual 
employees  may  work  on  a  full-time  or  part-time  basis. 

Seasonal  Employees 

These  are  people  who  work  in  jobs  that  are  available  cnly  in  a  cer- 
tain period  each  year,  including  jobs  related  to  tourism  or  recreational 
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activities.     Seasonal  employees  may  be  full-time  or  part-time  and  may  be 
employed  on  a  continuing  or  casual  basis. 

The  TSF  permits  coverage  of  teachers  who  work  a  minimum  of  20 
days  a  year;  the  University  of  Ibronto  pension  plan  permits  coverage  of 
part-time  academic  employees  who  earn  a  specified  minimum.  (8)  HOOPP 
and  the  Colleges  of  /^plied  Arts  and  Technology  plan  (CAAT)  cover  em- 
ployees v^*^o  regularly  work  more  than  24  hours  a  week.  The  OMERS  plan 
provides  for  coverage  of  employees  "deemed"  to  be  full-time,  though 
this  discretionary  provision  is  used  mainly  to  provide  for  coverage  of 
non-teaching  staff  of  iDoards  of  education  v*io  regularly  wDrk  a  10-month 
year.  PCingston  General  Hospital  is  unique  in  having  a  separate  plan  for 
designated  part-time  employees;  however,  there  are  only  nine  active 
members  in  the  plan  -  a  small  percentage  of  the  hospital's  part-time 
employees . 

In  an  attempt  to  identify  how  many  employees  are  not  covered  by 
public  sector  pension  plans.   Dr.   Kelly  asked  plan  sponsors  to  provide: 

a)  the  number  of  male  and  female  employees  vtio  were  eligible  to  be 
members  of  the  plan  as  of  December  31,  1977  but  who  chose  not  to 
join;  and 

b)  the  number  of  employees  \>^o  vere  not  eligible  to  become  members 
of  the  plan. 

Ihey  were  also  asked  to  provide  a  separate  breakdown   by  sex   for   full- 
time  and  part-time  enployees. 

Responses  to  these  questions  were  of  limited  value  because  few 
employers  were  able  to  provide  the  requested  information  and  because  it 
was  not  clear  how  full-time  and  part-time  anployment  vvere  defined  by  the 
respondent  or  what  the  reasons  were  for  the  exclusion  of  full-time 
employees.  Ihe  provincial  government  reported  that  a  total  of  5,231 
full-time  employees  and  4,392  part-time  employees  were  not  covered  by 
the  PSSF,  figures  vvhich  can  be  related  to  a  total  active  membership  of 
76,712.  In  this  case  it  appears  that  part-time  employees  are  persons 
who  regularly  work  fewer  hours  per  week  than  the  scheduled  full-time 
number;  excluded  full-time  employees  are  mainly  persons  who  work  on 
a  seasonal  basis.  Ontario  Hydro  reported  a  total  of  976  uncovered 
full-time  employees  and  41  part-time  employees.  The  number  of  un- 
covered full-time  vorkers  is  equivalent  to  about  five  per  cent  of  the 
plan's  active  membership;  presumably  it  reflects  both  the  exclusion  of 
probationary  employees  and  the  fact  that  members  of  the  Office  and 
Professional  Employees  International  Union  are  ineligible  until  they 
have  been  employed  for  6  months.  In  the  TTC,  which  also  excludes 
employees  from  plan  membership  until  after  they  have  been  employed  for  6 
months,  241  male  and  32  female  full-time  employees  were  not  covered  by 
the  plan,  the  combined  figure  representing  about  3  per  cent  of  the 
total  active  membership.     Ihe  effect  of  age  requirements  for  membership 
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was  evident  in  figures  provided  by  York  University,  which  showed  that 
some\4iat  more  than  half  of  the  university's  full-time  employees  were 
not  covered  by  the  university  plan.  Membership  in  the  plan  is  not 
compulsory  until  age  30,  though  employees  nay  elect  to  join  between  25 
and  30.  It  was  not  possible  in  this  case  -  or  in  the  case  of  any  other 
plan  which  provides  for  optional  membership  up  to  a  certain  age  or 
length  of  service  -  to  identify  the  proportion  of  eligible  employees  ^o 
chose  to  join  the  plan. 

Ihe  figures  for  teachers  who  taught  less  than  20  days  a  year  in 
1977  were  not  available.  No  information  was  obtained  about  employees 
not  covered  by  HOOPP  or  by  other  hospital  plans;  the  number  could  be 
expected  to  be  larger  than  in  other  sub-sectors,  partly  because  full- 
time  employees  are  not  required  to  join  until  after  they  have  tjeen 
employed  for  two  years  and  also  because  there  is  a  large  number  of 
regular  and  casual  part-time  employees  in  hospitals.  Some  indication  of 
the  gap  in  coverage  may  be  obtained  by  comparing  active  plan  membership 
in  the  Ontario  health  sub-sector  in  1977  -  64,046  -  with  employment 
figures  reported  by  Statistics  Canada  v\*iich  showed  that,  as  of  December 
31,  1975,  there  were  96,596  full-time  and  23,557  part-time  personnel 
employed   in  Ontario  public  hospitals. 

Relatively  few  concerns  vi^re  expressed  about  eligibility  for  mem- 
bership in  public  sector  plans.  The  issue  of  eligibility  was  primarily 
one  of  covering  part-time  workers.  For  example,  this  was  a  primary 
concern  of  the  Ontario  Nurses  Association  since  none  of  the  plans  under 
which  nurses  are  covered  allows  part-time  employees  to  join.  While 
part-time  nurses  receive  a  monetary  allowance  in  lieu  of  fringe  benefits 
(vacations,  paid  holidays,  sick  leave,  etc.)  this  can  be  as  little  as  6 
per  cent  of  salary  and  cannot  be  said  to  represent  compensation  for 
loss  of  pension  coverage.  Ihe  ONA  recommended  that  regular  part-time 
employees  be  provided,  through  legislation,  with  the  opportunity  to 
participate  in  pension  plans  after  a  minimum  hourly  service  requirement. 
A  similar  recommendation  was  made  by  CUPE,  noting  that  the  ERISA  legis- 
lation in  the  United  States  defined  part-time  employment  on  the  basis 
of  number  of  hours  worked.  Also  critical  of  the  fact  that  part-time 
employees  are  not  eligible  for  plan  membership  was  the  York  University 
Faculty  Association.  Many  part-time  faculty  members  work  year  after 
year,  and  many  v^o  vvork  full-time  are  classified  as  part-time  because 
they  wDrk  in  more  than  one  department. 

Ihe  only  reason  advanced  for  the  exclusion  of  part-time  employees 
fron  pension  plans  was  that  it  would  be  administratively  difficult  to 
cover  them,  especially  in  final  average  plans.  However,  provisions 
established  under  OMERS  and  the  TSF  indicate  that  coverage  is  feasible, 
even  under  final  average  plans.  CMERS  gives  credit  for  years  of  service 
on  a  pro  rata  basis,  with  pensionable  earnings  calculated  as  an  annual- 
ized figure  of  the  omployee's  contributory  earnings.  Ihus,  if  a  person 
worked  regularly  an  average  of  50  per  cent  each  year  to  age  65,  he  or 
she  wDuld  receive  a  pension  equal  to  half    the   amount  which  would   have 
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been  earned  for  full-time  service.  In  the  TSF,  part-time  teachers 
accrue  pension  service  on  the  basis  of  the  ratio  of  their  earnings 
to  those  of  an  equivalent  full-time  teacher.  If  earnings  are  not 
annualized,  this  could  result  in  a  significant  drop  in  pension  benefits 
for  a  teacher  v*io  switches  from  full-time  to  part-time  employment  in 
the  years  prior  to  retirement.  The  OMERS  approach  appears  to  be  the 
more  equitable  one,  although  it  might  be  administratively  troublesome 
and  costly  without  some  minimum  service  requirement  in  each  year  of 
employment.  This  provision  appears  to  have  been  used  mainly  for  non- 
teaching  anployees  in  schools  vho  work  a  ten-month  year,  and  for  elected 
officials. 

Conpulsory  Membership 

The  general  view  seemed  to  be  that  conpulsory  membership  is  neces- 
sary to  ensure  that  employees  do  have  adequate  protection  and  to  assure 
the  financial  stability  of  pension  plans.  The  OTF  proposed  that  supply 
teachers  be  given  the  option  of  joining  the  TSF  rather  than  being  re- 
quired to  contribute.  Voluntary  membership  is  being  sought  by  faculty 
in  sane  universities,  v\^ile  one  university  group  confirmed  that  there 
was  seme  questioning,  especially  among  younger  employees,  about  the  need 
to  belong  to  pension  plans. 


BENEFITS 

Retirement  Benefits 

With  respect  to  benefit  design,  the  five  major  plans  have  always 
been  defined  benefit  plans,  although  with  somevsiiat  different  formulas. 
The  Teachers'  and  PSSF  were  both  final  average  earnings  plans,  with  the 
Teachers'  benefit  being  1/60  of  the  average  salary  for  the  last  10  years 
multiplied  by  the  number  of  full  years  of  service.  Until  changed  by 
legislation  in  1947,  the  PSSF  pension  was  calculated  as  2  per  cent  of 
the  average  of  the  last  three  years'  salary  multiplied  by  years  of 
service  (to  a  maximum  of  30).  The  Hydro  plan  used  an  average  best 
earnings  formula  and  was  1/80  of  tlie  average  salary  in  the  highest  five 
consecutive  years  multiplied  by  service,  with  a  minimum  pension  of  $365 
per  year.  HOOPP  and  OMERS  vere  both  career  average  earnings  plans  set 
at  2  per  cent  of  contributory  earnings  multiplied  by  years  of  service. 

Today,  some  of  the  smaller  plans  are  money-purchase,  but  these 
cover  only  7,218  members.  The  Tbronto  Transit  Commission  has  a  career 
average  plan  for  its  8,048  members  v\*iich  is  updated  from  time  to  time. 
Otherwise,  the  incidence  of  the  career  average  formula  is  negligible. 
Some  university  plans  are  a  combination  of  money-purchase  and  final 
earnings. (9) 

Although  there  is  considerable  diversity  in  the  retirement  benefits 
paid  by  public  sector  plans,   variations   among    tlie   largest  plans   are 
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relatively  minor.  The  PSSF,  WCB,  CMERS,  HOOPP,  TSF,  Hydro,  and  CAAT  all 
provide  a  benefit  of  2  per  cent  of  final  average  wage  or  salary  for  each 
year  of  service,  less  CPP  offset,  to  a  neximum  of  70  per  cent.  The  TSF 
and  CAAT  plans  use  the  best  seven  years'  average  salary;  CWERS,  HOOPP, 
PSF,  and  Hydro,  the  best  five  years'  average  wage  or  salary.  The  WCB 
plan  bases  benefits  on  the  best  three  years'  salary  for  service  prior  to 
1966.  WCB  is  exceptional  in  permitting  overtime  payments  to  be  included 
in  the  calculation  of  final  salary. 

A  number  of  other  plans  provide  benefits  much  the  same  as  those 
referred  to  above.  For  example,  the  Ontario  Northland  Transportation 
Commission  (ONTC)  has  a  benefit  similar  to  that  of  Hydro,  except  for  a 
slightly  higher  CPP  offset;  and  a  few  university  plans  have  benefits 
of  1.3  or  1.5  per  cent  of  final  average  salary  up  to  the  YMPE  and  2 
per  cent  above.  Most  of  the  others  may  be  classified  as  "significant 
variations."  Queen's  University  and  six  other  universities  have  money- 
purchase  plans  v^hich  contain  a  minimum  guarantee  of  1.3  per  cent  of 
final  5-year  salary  up  to  YMPE  and  1.75  per  cent  above.  The  Ontario 
Cancer  Institute  plan  is  another  which  follows  this  approach.  The 
University  of  Ibronto,  McMaster  University,  and  the  University  of  Guelph 
provide  benefits  v**iich  are  lower  for  years  of  service  prior  to  age  45 
than  following  it.  University  plans  show  other  variations  too.  In 
sane,  the  combined  private  plan-CPP  benefit  is  a  higher  percentage  of 
earnings  up  to  the  YMPE  than  above  it,  while  in  others  the  reverse  is 
true.  Again,  in  contrast  to  general  practice,  most  apply  the  CPP  offset 
for  years  of  service  prior  to  1966.  The  McMaster  University  plan  for 
hourly-rated  anployees  is  the  only  non-contributory  plan  in  the  public 
sector.  It  provides  a  flat-rate  benefit  per  year  of  service.  Notable 
variations  among  non-university  plans  include  the  updated  career  average 
benefits  provided  by  the  TTC  plan  and  a  few  of  the  closed  municipal 
plans. 

Adjustinents  for  Inflation 

A  majority  of  those  receiving  pensions  from  public  sector  plans 
have  received  some  kind  of  pension  adjustment  to  compensate  for  in- 
creases in  the  cost  of  living  in  recent  years.  Generally,  corresponding 
adjustments  have  also  been  made  to  deferred  pensions  of  terminated 
employees . 

Although  in  many  cases  cost-of-living  increases  have  been  made  on  a 
regular  annual  basis,  such  increases  are  provided  for  automatically  in 
only  a  few  cases,  most  notably  in  plans  covered  by  the  Superannuation 
Adjustment  Benefits  Act.  Plans  covered  by  that  act,  vrfiich  provides 
for  increases  up  to  a  ceiling  of  8  per  cent  in  any  year,  are  the  PSSF, 
TSF,  Ryerson  Pension  Plan,  and  the  Caucus  Employees  Retirement  Plan. 
The  oost  of  adjustments  is  contributed  to  equally  by  employees  and 
employers,  the  current  contribution  rate  being  one  per  cent  of  salary 
from  each. 
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Employees  in  plans  which  have  granted  post-retirement  pension 
adjustments  account  for  85.1  per  cent  of  plan  members  in  the  Ontario 
public  sector,  most  of  the  remainder  being  members  of  HOOPP. 

Table  1  gives  the  number  of  pensioners  who  received  cumulative 
percentage  increases  in  the  ranges  shown  for  the  years  1971-78.  The 
percentage  increases  may  be  ocxnpared  with  an  increase  of  65  per  cent  in 
the  Consumer  Price  Index  over  the  period  1970-1977. 

Table  1 

Ontario  Public  Sector  Percentage  Increases  in  Post-Retirement  Pensions, 

by  Sub-sector  and  Percentage  Range,   1971-78 

Range Flat  dollar 

Sub-sector 6-20% 20-35%  35-46%         increase  Total 

Provincial 
government  -  358  16,376  -  16,734 

Municipal  1,569  2,172  15,266  765  19,772 

Health  -  374  -  -  374 

Education  1,456  674  19,197  -  21,327 

Provincial 
utilities  -  4,117  -  920  5,037 

Legislative 
assembly  -  76  -  -  76 


Total  3,025  7,771  50,839  1,685  63,320 

Source     Royal  Canmission  on  the  Status  of  Pensions  in  Ontario,   "Ontario 
Public  Sector  Pension  Plan  Data." 

Ihe  cumulative  percentage  for  each  plan  is  given  in  Table  2,  with 
an  indication  as  to  viiether  adjustments  have  been  on  a  regular  annual  or 
an  ad  hoc  basis.  Some  plans  have  made  both  regular  annual  adjustments 
and  additional  ad  hoc  supplements  froii  time  to  time.  Until  1975,  infla- 
tion adjustments  in  the  public  sector  were  usually  made  on  an  ad  hoc 
basis,  though  in  many  cases  adjustments  vere  regular  and  expected.  In 
the  case  of  Hydro,  for  example,  ad  hoc  adjustments  were  made  from  1971 
to  1975  to  the  same  extent  as  for  the  PSSF.  Since  that  time  adjustments 
have  been  made  each  year,  at  half  the  rate  of  adjustment  to  the  PSSF. 
Some  plans,  notably  HOOPP,  have  had  no  inflation  adjustment  on  any 
basis. 
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Table  2 

Ontario  Public  Sectxsr  Post-Retirement  Pension  Increases,  by  Sub-sector, 

Cumulative  Increase  and  Type  of  Increase,  1971-78 


Sub-sector 


Cumulative 
increase 


Regular 
annual 


Ad  hoc 


(Per  cent) 

Provincial  government 

PSSF 

46 

WCB 

20 

Municipal  government 

CMERS 

38 

Metro  (employees) 

38 

Toronto  (employees) 

35.7 

Ibronto  firemen 

31 

Borough  of  York 

15 

Hamilton-Wentworth 

15%  +  flat  i 

TIC 

15 

Ottawa/Carleton 

$468  average 

Transportation  Conmission 

+  24% 

London  Transportation 

Commission 

$152 

Health 

Ontario  Cancer  Institute 

24 

Hospital  for  Sick  Children 

30 

Education 

TSF 

46 

Ryerson  Polytechnical 

Institute 

40 

CAAT 

26 

Universities: 

increase  fron  1976 


Queen's  University 
Trent  University 
University  of  Ottawa 
York  University 
Wilfrid  Laurier  University 
University  of  Western 
Ontario 
Laurent ian  University 
MaMaster  University 
Carleton  University 
University  of  Ibronto 
Waterloo  University 
Guelph  University 
Windsor  University 
(academic) 

Provincial  utilities 
Ontario  Hydro 
Ontario  Northland 
Transportation  Qarrmission 

Legislative  assembly 
Legislative  assembly 
Caucus  employees 


25 
16 
16 
16 
16 

15 
24 

11.4 
16 
6 
38 
21 

16 

28 

12%  +  $180 

25 

N/A 


X 
X 

X 
X 
X 

x( optional) 

X 
X 
X 


X 
X 
X 
X 

X 
X 
X 


X 
X 


X 
X 


Source  Royal  Commission  on  the  Status  of  Efensions  in  Ontario,  "Ontario 
Public  Sector  Pension  Plan  Data." 
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The  percentage  of  pensioners  vvho  received  post-retirement  adjust- 
ments in  each  of  the  sectors  is  as  follows: 

Provincial  government  99.1% 

Municipal  government  98.8% 
Health  4.3% 

Education  97.7% 

Provincial  utilities  100% 

Legislative  assembly  100% 

The  public  sector  study  by  Or.  Kelly  showed  that  post-retirement 
adjustments  were  some  of  the  most  frequently-discussed  issues,  much 
of  the  discussion  arising  from  the  lack  of  automatic  adjustments  in 
OMERS,  HOOPP,  the  Ontario  Hydro  Pension  Plan,  and  most  university  plans. 
Criticism  was  strongest  in  relation  to  HOOPP.  Whereas  OMERS,  Ontario 
Hydro,  and  a  number  of  universities  have  made  ad  hoc  adjustments  in 
recent  years,   HOOPP  has  not  made  any  adjustments. 

It  was  the  view  of  employee  groups  that  formal  escalation  should  be 
incorporated  into  HOOPP,  CMERS,  and  the  other  public  sector  plans  that 
do  not  presently  have  such  provisions.  It  was  suggested  by  OCUFA  and 
the  University  of  Ibronto  Faculty  Association  that,  for  universities, 
the  most  promising  mechanism  available  for  realistic  pension  indexing 
was  the  Superannuation  Adjustment  Benefits  Act.  Plans  eligible  to 
participate  under  SABA  are  those  for  v>^ich  funds  for  the  plan  come 
directly  or  indirectly  from  the  Consolidated  Revenue  F\and  of  the  Prov- 
ince of  Ontario.  If  universities  were  eligible,  this  could  provide  a 
province^A/ide  link  between  university  pension  plans  and  others  such  as 
the  Teachers'   Superannuation  Flind. 

Only  a  few  of  those  advocating  the  indexing  of  post-retirement 
benefits  expressed  definite  views  an  the  question  of  how  this  should  be 
financed.  Ihe  OTF  was  strongly  apposed  to  a  fully-funded  approach;  it 
was  optimistic  that  the  rate  of  inflation  would  decrease,  in  v^ich 
case  the  plan  would  be  over funded.  OPSEU  opposed  a  type  of  funding 
reconmended  in  the  recent  Cofirentes  Report  in  Quebec,  under  vv^ich 
excess  interest  earned  by  the  fund  assets  would  be  used  to  finance 
adjustments.  More  acceptable  approaches,  said  the  union,  would  be 
a  pay-as-you-go  system  or  one  based  on  indexed  government  bonds,  as 
outlined  in  recent  studies  by  Professor  Pesando.  The  University  of 
Guelph  Staff  Association  suggested  a  novel  way  of  funding  VN^ich  would 
involve  graded  contributions  by  active  members  based  en  age  and  salary, 
with  a  maximum  of  2.5  per  cent  of  salary  for  people  close  to  retirement 
and  contributions  by  retirees  of  1  per  cent  of  their  pensions. 

Conmenting  on  the  issue  of  indexing  from  an  employer  standpoint, 
Mr.  W.G.  Johnson  of  Chtario  Hydro  stated  that  the  organization  he  rep- 
resented had  close  links  with  the  private  sector,  and  a  contractual 
commitment  could  have  a  longer-run  effect  on  the  cost  of  power .  There 
was  also  a  question  of  principle  involved,    since    in   the   corporation's 
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view  the  unions  with  which  it  bargains  on  pensions  do  not  represent 
retired  workers.  The  Oitario  Hospital  Association,  in  a  submission  to 
the  Commission,  stated  that  the  cost  of  indexing  is  more  than  it  has 
been  able  to  afford.  The  C»iA  has  held  to  its  long-term  conviction  that 
prc^r  funding  should  be  maintained,  and  has  resisted  the  attraction  of 
trying  to  gain  short-term  popularity  by  adding  benefits  on  a  pay-as- 
you-go  basis. 

The  Ontario  Municipal  Retirees  Organization  (OMRO)  commented  on  a 
recent  change  in  policy  by  OMERS  with  regard  to  pension  adjustments. 
Although  CMERS  had  made  regular  ad  hoc  adjustments  in  recent  years, 
pensioners  recently  received  an  announcement  from  the  board  stating  that 
it  had  recommended  to  the  government  that  the  3  per  cent  increase  in 
pensions  effective  in  March  1978  be  the  last  increase  payable  unless 
seme  other  means  of  providing  the  funds  to  pay  pension  increases  were 
developed.  OMRO  stated  that  this  was  the  result  of  the  recent  switch 
from  an  updated  career  average  to  a  final  average  plan.  Prior  to  that 
change,  CMRO  had  expressed  its  concern  to  the  CMEF5S  administration  that 
a  move  to  a  final  earnings  plan  might  jeopardize  the  ad  hoc  increases 
which  had  t)een  awarded  to  pensioners;  but  it  had  been  repeatedly  assured 
that  its  fears  were  groundless. 

The  funding  of  indexing  is  discussed  in  Chapter  3. 

Survivor  Benefits 

Survivor  or  death  benefits  are  provided  throughout  the  public 
sector  and  have  been  available  from  the  outset  in  the  five  major  plans. 
Survivor  or  death  benefits  may  be  paid  before  or  after  retirement. 
Where  an  employee  dies  before  retirement  and  before  vesting,  the  general 
practice  is  that  the  anployee's  contributions  are  returned  with  inter- 
est. The  PSSF  and  the  University  of  Toronto  are  exceptions  in  that 
they  provide  for  a  refund  of  twice  the  employee's  contributions  if 
the  employee  had  eligible  dependents.  Other  exceptions  are  Queen's 
University,  v^iich  provides  for  a  return  of  twice  the  member's  contri- 
butions plus  interest,  and  the  University  of  Western  Ontario  which 
provides  for  a  return  of  the  member's  contributions  plus  the  employer's 
contributions . 

Where  an  employee  dies  after  vesting  and  before  retirement,  the 
most  common  practice  is  to  provide  a  benefit  of  50  per  cent  of  the 
accrued  pension  v\*iere  there  are  survivors  (eligible  spouse  or  eligible 
dependent  children)  and  to  refund  the  member's  contributions  with  inter- 
est vstiere  there  are  no  survivors.  CMERS  is  an  exception;  it  provides  a 
survivor  benefit  of  50  per  cent  of  the  accrued  pension  to  the  spouse, 
and  10  per  cent  for  each  child  under  21  to  a  maximum  of  25  per  cent. 
Alternatively,  the  surviving  spouse  may  elect  to  take  a  refund  of  con- 
tributions instead  of  a  pension.  Others  which  show  variations  are 
the  Tbronto  Fire  Department  Superannuation  Plan  and  the  Metro  Toronto 
Police  Plan,  v\^ich  provide  half  the  accrued  pension  if  the  spouse  is  the 
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beneficiary,  or  if  t±ie  spouse  is  not  the  beneficiary,  a  return  of  the 
member's  contributions  with  interest  plus  $100  for  each  year  of  service. 
A  somewhat  similar  provision  exists  in  the  Toronto  Civic  Employees 
Pension  Plan. 

In  the  case  of  death  after  retirement,  the  general  policy  is  to 
provide  half  the  pension  to  specified  survivors.  A  few  plans  provide  a 
joint  and  last  survivor  option,  that  is,  a  pension  (annuity)  payable 
after  the  death  of  the  pensioner  or  annuitant  during  the  life  of  a 
surviving  spouse,  or  an  option  under  v^ich  the  pension  is  guaranteed  for 
a  certain  number  of  months.  When  tliere  are  no  eligible  survivors,  the 
policy  in  most  cases  is  to  grant  a  return  of  the  member's  contributions 
less  pension  payments  made. 

Survivor  benefits  provided  through  pension  plans  have  to  be  con- 
sidered in  conjunction  with  benefits  available  to  employees  through 
group  life  insurance  plans.  Nearly  all  public  sector  employers  re- 
quire enployees  to  have  a  certain  amount  of  anployer-paid  or  employer- 
subsidized  life  insurance;  most  offer  additional  voluntary  insurance, 
usually  employer-subsidized.  In  a  few  cases  the  amount  of  compulsory 
insurance  is  a  specified  dollar  amount:  for  example,  $2,000  for  Ibronto 
Civic  and  Metro  Ibronto  employees;  $5-15,000,  depending  on  service,  for 
TTC  employees;  $9,000  for  unionized  employees  of  (MIC.  More  oonnmonly  it 
is  a  multiple  of  salary,  ranging  from  75  per  cent  of  salary  in  the  PSSF 
to  as  much  as  three  times  salary  in  some  school  boards  and  municipal- 
ities. Occasionally,  the  amount  of  compulsory  insurance  varies  with 
occupational  or  marital  status;  e.g.,  the  Hospital  for  Sick  Children 
provides  life  insurance  of  1-1/2  times  salary  and  three  times  salary  for 
department  heads  and  above,  while  ONTC  provides  one  times  salary  for 
single  employees  and  twice  salary  for  married  enployees. 

The  amount  of  additional  voluntary  insurance  available  to  employees 
ranges  from  one  to  three  times  annual  salary  (occasionally  subject  to 
a  neximum  dollar  amount)  but  in  no  case  does  the  amount  of  combined 
conpulsory  and  voluntary  insurance  exceed  four  times  salary.  Most 
often,  the  additional  insurance  is  subsidized  by  employers,  in  amounts 
ranging  fron  50  to  80  per  cent.  However,  there  are  notable  exceptions. 
In  the  PSSF,  viiere  employees  may  cpt  for  additional  insurance  of  up  to 
three  times  salary,  the  premiums  are  employee-paid .  Employees  of  the 
WCB  pay  the  cost  of  additional  voluntary  insurance  of  up  to  two  times 
salary,  based  on  their  age  viien  they  enter  the  plan.  The  cost  of  the 
plan  recently  introduced  for  hospital  employees  will  also  be  borne  by 
those  vho  elect  to  participate.  Sane  other  variations  are:  the  Ontario 
Hydro  pension  plan,  in  which  additional  employer-subsidized  insurance 
includes  an  optional  paid-up  portion  of  up  to  two  years'  salary;  the 
Oaeen's  University  plan,  v^iich  offers  anployer-subsidized  insurance  of 
up  to  three  times  salary  for  those  with  dependents,  and  one  times  salary 
for  single  employees;  and  the  McMaster  University  plan,  v\^ich  includes 
an  option  for  married  employees  of  one  times  salary,  plus  survivor 
income  of  25  per  cent  of  salary  and  5  per  cent  for  each  dependent   child 
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up  to  three.  (The  letter's  pension  plan  provides  only  for  a  return  of 
the  member's  contributions  plus  interest  in  the  case  of  death  prior  to 
retirement) . 

The  amount  of  life  insurance  available  to  employees  following 
retirement  is  considerably  lowsr.  In  some  cases,  no  insurance  is  pro- 
vided, and  in  nearly  all  other  cases  the  amount  is  nominal.  The  PSSF 
provides  insurance  of  $2,000  during  the  first  year  of  retirement,  $1,750 
in  the  second  >ear  and  $1,500  thereafter.  The  W2B  provides  $2,000  for 
employees  hired  prior  to  1972;  HOOPP  provides  a  similar  amount  for 
those  with  at  least  10  years'  service  ($200  per  year  of  service  for 
others).  For  teachers,  the  amounts  vary  among  school  boards.  There  are 
variations  too  among  municipalities,  with  a  maximum  of  $5,000.  Ontario 
Hydro,  v^i^ich  includes  paid-up  insurance  among  the  options  available  to 
employees,   has  an  average  paid-up  policy  of  $10,000-$12,000. 

Disability  Benefits 

Public  sector  plans  generally  provide  disability  tenefits  which 
have  been  a  feature  since  the  beginning.  Final  average  earnings  plans 
and  updated  career  average  plans  in  the  public  sector  generally  provide 
for  payment  of  the  full  accrued  pension  in  case  of  total  disability  if 
the  employee  has  at  least  10  years'  service.  Exceptions  are  CMERS, 
which  has  no  service  requirement  for  this  benefit,  and  HOOPP,  which 
requires  that  the  employee  have  10  years  service  and  be  age  45  or  more. 
Under  HOOPP  the  accrued  pension  is  reduced  by  3  per  cent  for  each  year 
below  age  62.  CMERS  and  TSF  provide  pensions  for  partial  disability. 
Ihe  Tteachers'  plan  provides  that,  when  a  contributor  is  disabled  for 
teaching  purposes  but  not  for  employment  in  other  professions,  the 
pension  is  reduced  by  2.5  per  cent  per  year  for  each  year  telow  age  65 
to  a  maximum  reduction  of  25  per  cent. 

The  use  of  disability  provisions  in  public  sector  pension  plans  is 
decreasing  as  groups  become  covered  by  long-term  disability  insurance  - 
frequently  with  a  provision  that  pension  credits  continue  to  accrue 
while  the  employee  is  disabled.  Generally,  the  long-term  disability 
benefit  is  a  fixed  percentage  of  salary:  PSSF  66-2/3  per  cent;  WCB 
66-2/3  per  cent;  HOOPP  60  per  cent;  and  Hydro  60  per  cent.  Queen's 
University  provides  a  benefit  vshich  is  a  declining  percentage  of  salary: 
65  per  cent  on  the  first  $7,200;  55  per  cent  on  the  next  $10,800  and  40 
per  cent  on  the  balance  of  annual  salary. 

Benefit  Levels 

Only  a  few  organizations  proposed  that  improvements  be  made  in  the 
formula  used  to  determine  pension  levels  at  retirement.  The  Ontario 
Teachers'  Federation  recommended  that  teachers'  pensions  be  based  on  the 
best  5  years'  earnings,  rather  than  the  best  7,  which  would  bring  the 
formula  into  line  with  that  used  in  the  PSSF,  HOOPP,  OMERS,  and  Hydro 
plans.  The  Ontario  Provincial  Firefighters'  Association  proposed  that 
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the  CWERS  formula,  as  it  relates  to  firefighters,  be  changed  from  2  to 
2.33  per  oent  of  final  average  earnings  per  year  of  service  because  more 
firefighters  are  retiring  at  age  60  without  earning  a  70  per  cent  pen- 
sion. Ihe  OPFA's  proposal  that  the  current  rraximum  pension  be  provided 
after  30  years'  service  also  implies  a  2.33  per  cent  benefit  per  year  of 
service.  The  University  of  Ibronto  Faculty  Association  indicated  that 
it  lADuld  seek  changes  in  the  university  plan's  formula  which  provides 
lover  pension  benefits  in  respect  of  service  up  to  age  45  than  for  later 
years.  None  of  those  indicated  that  they  wDuld  vvsnt  to  be  covered  by  a 
different  type  of  plan  (money-purchase  or  defined  benefit)  than  that  to 
which  they  currently  contribute. 

Improvements  in  the  level  of  survivor  benefits  were  recommended  by 
several  organizations  and  individuals.  The  Quarter  Century  Club  of 
the  Qitario  Public  Service,  noting  that  the  50  per  cent  benefit  paid 
to  a  surviving  spouse  had  proved  inadequate  for  some  of  its  members, 
recanmended  that  an  cption  be  made  available  vshereby  individuals  could 
draw  less  than  100  per  cent  of  their  pension  entitlement  on  retirement 
in  order  that  the  surviving  spouse  could  receive  a  higher  percentage. 
OPSEU  also  criticized  the  50  per  cent  formula,  as  did  Mr.  C.G.  Millard, 
Manager  of  Personnel  Services,  Northern  College  of  T^plied  Arts  and 
Technology.  Mr.  Millard  recanmended  that  the  level  be  two-thirds  of  the 
pension  instead  of  one-half  and  that  the  CMERS  provision  v^ich  reduces 
the  survivor's  pension  if  the  spouse  is  more  than  10  years  younger  than 
the  plan  member  be  eliminated. 

An  opposing  view  v\as  expressed  in  a  submission  by  the  Management 
Einployees  Group.  Ihe  MEG  commented  that  improved  survivor  allowances 
would  impose  an  additional  financial  burden  on  the  PSSF,  that  many 
single  contributors  wDuld  not  favour  such  a  change,  and  that  improved 
survivor  protection  oould  be  achieved  by  a  life  insurance  program  v^ich 
would  be  more  flexible  to  individual  needs  without  adverse  impact  cxi  the 
PSSF. 

Improved  survivor  benefits  were  a  concern  of  the  OPFA,  which 
recanmended  that  an  insurance  fund  be  set  up  to  pay  $50,000  to  the 
survivor  of  a  firefighter  killed  on  duty,  in  addition  to  other  benefits. 
Ideally,  the  Firefighters'  Association  would  like  this  benefit  to  be 
brought   in  through  federal  legislation,   as   in  the  United  States. 

The  broader  question  of  vvhether  survivors'  and  disability  benefits 
should  be  part  of  a  pension  plan,  rather  than  being  provided  through 
separate  insurance  plans,  was  raised  with  a  number  of  groups  during  the 
discussions  with  Er.  Kelly.  The  general  view  seemed  to  be  that  since 
single  employees  may  not  benefit  equally  from  these  provisions,  and 
since  they  do  not  ensure  an  adequate  level  of  benefits,  especially  for 
younger  contributors  and  their  dependents,  there  might  be  advantages 
in  providing  one  or  both  forms  of  protection  through  group  insurance 
programs.  The  OTF  said  that  before  this  step  was  taken  it  vvould  like  a 
body  such  as  the  Pension  Camnission  of   Ontario   to   look   into   it   care- 
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fully.  Both  OPSEU  and  MEG  noted  that  there  vgas  no  survivor  benefit  for 
death  after  retirement  outside  the  pension  plan,  so  this  would  probably 
have  to  remain  part  of  the  plan  in  order  to  meet  that  need. 

Maximum  Benefits 

Most  public  sector  employees  in  Ontario  are  covered  by  pension 
plans  which  provide  a  maximum  retirement  benefit  of  70  per  cent  of  the 
best  5  or  7  years'  salary,  less  a  CPP  offset  for  service  since  1966. 
For  two  reasons,  neither  of  these  formulas  results  in  a  uniform  or 
constant  percentage  of  salaries  at  the  time  of  retirement.  First, 
the  pension  as  a  percentage  of  the  employee's  salary  just  prior  to 
retirement  will  depend  on  the  general  rate  of  increase  in  salaries  in 
the  previous  5  or  7  years  deternriined  basically  by  the  rate  of  inflation) 
and  on  whether  the  increases  received  during  this  period  viere  higher  or 
lower  than  average.  The  significance  of  this  may  be  illustrated  as 
follows:  If  we  assume  annual  salary  increases  of  6  per  cent  during 
the  five  years  prior  to  retirement,  the  pension  will  be  approximately 
62  per  cent  of  the  final  salary  compared  with  70  per  cent  of  the  final 
5-year  average;  whereas  if  we  assume  salary  increases  of  10  per  cent, 
the  percentage  of  final  year's  salary  will  be  58  per  cent.  In  a  plan 
providing  a  maximum  pension  of  70  per  cent  of  final  7-year  average 
salary,  the  corresponding  percentages  would  be  58  per  cent  and  53  per 
cent.  The  second  reason  for  difficulty  in  relating  these  maximums  to 
final  salaries  is  that,  in  addition  to  variation  between  plans  in  the 
CPP  offset  formula,  the  amount  of  offset  increases  each  year,  mainly 
because  it  ^plies  to  an  increasing  number  of  years  of  service  but  also 
because  of  increases  in  the  YMPE.  For  a  person  retiring  in  June  1978, 
the  CPP  offset  under  the  PSSF  formula  would  amount  to  $816  a  year,  viiich 
is  equivalent  to  35  per  cent  of  the  maximum  CPP  pension.  In  the  TSF, 
the  offset  would  amount  to  $910;   in  HOOPP  the  reduction  would  be  $700. 

IWo  illustrations  serve  to  give  a  rough  indication  of  the  amount  of 
pension  income  that  wDuld  be  received  from  the  PSSF  and  CPP  by  some- 
one retiring  in  1978  who  had  35  years'  pensionable  service.  It  is 
assumed  in  the  first  case  that  the  individual's  salary  at  retirement  was 
$12,000,  with  a  final  5-year  average  of  $10,000.  In  the  second  case, 
the  figures  are  $24,000  and  $20,000  respectively: 

Final  year  salary  $12,000     $24,000 

Final  5-year  average  salary 
Basic  PSSF  pension 
PSSF  pension  after  CPP  offset 
CPP  pension 

Total  pension  8,517      15,517 

PSSF  pension  after  CPP  offset, 

percentage  of  final  year  salary       51.5%      55.0% 
Total  pension  as  a  percentage  of 

final  year  salary  71.0%      64.7% 
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As  the  figures  show,  the  PSSF  pension  less  CPP  offset  represents  a 
Slightly  higher  percentage  of  final  salary  for  the  higher-paid  anployee, 
but  the  ooTibined  pension  amounts  to  a  higher  percentage  for  the  lower- 
incoTie  anployee.     If  CftS  payments  were  added    to  these   figures    (e.g., 

$164.74  a  month)  the  differential  in  favour  of  the  lower-paid  employee 
would  be  even  greater:  87.5  per  cent  compared  with  72.9  per  cent  of 
final  salary. 

The  CPP  offset  will  eventually  equal  the  amount  of  CPP  pension 
paid.  If  that  v\ere  the  situation  at  the  present  time,  total  pension 
income  (including  QAS)  in  the  above  cases  would  amount  to  74.8  per  cent 
of  final  salary  for  the  lower- incane  onployee  and  66.6  per  cent  for  the 
higher-income  employee.  In  these  plans,  however,  integration  is  related 
in  effect  to  that  portion  of  the  individual's  service  vthile  the  CPP  was 
in  existence  -  that  is,  from  1966.  Offsets,  although  varying  according 
to  the  different  formulas,  have  relatively  less  effect  where  a  retiree 
has  a  substantial  amount  of  pre-1966  pensionable  service.  Those  v^tio 
have  retired  in  recent  years  and  those  retiring  for  some  years  to  come 
enjoy  an  advantage  fran  this  phasing-in  of  integration. 

Probability  of  Obtaining  Maximum  Pension 

The  data  on  average  benefit  levels  and  pensionable  service  indicate 
that  very  few  employees  are  likely  to  receive  the  maximum  pension. 
There  are  various  reasons,  including  changes  in  employment,  permanent  or 
temporary  withdrawal  from  the  labour  market,  and  early  retirement,  all 
of  vhich  come  into  the  category  of  "terminations."  Although  it  is 
impossible  to  estimate  with  any  precision  the  proportion  of  newly-hired 
employees  v\*io  can  expect  ultimately  to  receive  the  maximum  pension,  a 
rough  indication  may  be  gained  from  the  fact  that,  with  an  average 
annual  termination  rate  of  4  per  cent,  only  one  out  of  four  employees 
hired  up  to  age  30  could  expect  to  accumulate  35  years  of  service. 
Assuming  a  normal  retirement  age  of  65,  no  one  hired  after  age  30  would 
be  able  to  do  so.  Data  on  pensionable  service  by  age  indicate  that  only 
a  small  proportion  of  those  still  employed  at  ages  60-64  -  the  age  group 
in  v^ich  average  pensionable  service  is  highest  -  could  potentially 
receive  the  maximum  pension  (see  Volume  II,  Chapter  8).  In  the  provin- 
cial government  service,  no  more  than  one  out  of  nine  employees  in 
this  age  category  would  be  able  to  do  so.  In  education  and  provincial 
utilities  the  proportion  is  about  one  out  of  four.  It  is  impossible  to 
determine  how  many  vho  cannot  qualify  for  the  maximum  pension  with  their 
current  employer  might  have  pension  income  from  previous  employment 
elsev^ere,  or  might  at  some  point  in  the  past  have  received  a  refund  of 
contributions  v^ich,  if  invested,  would  have  generated  a  retirement 
inccsne. 

As  vie  have  seen,  final  average  plans  favour  not  only  those  with 
long  service  but  those  who  are  employed  up  to  retirement  age.  This 
result  may  be  contrasted  with  the  approach  in  money-purchase  plans,  in 
which  the  employer  generally  contributes   an  amount  equal   to  that   con- 
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tributed  by  each  individual  employee.  If  a  vested  employee  terminates 
and  double  contributions  are  transferred  to  an  RRSP  or  other  plan,  a 
return  will  be  obtained  which,  on  average,  will  be  as  great  as  if  it 
remained  in  the  fund  to  retirement  age.  Wiile  such  plans  provide  lower 
benefits  per  dollar  of  contributions  than  final  average  plans,  more 
terminating  employees  are  likely  to  benefit  from  the  plan. 

Integration 

In  the  PSSF,  WCB,  and  OMERS,  the  benefit  offset  for  CPP  is  .7  per 
cent  of  the  final  three-year  average  YMPE  for  each  year  of  service  since 
1966.  The  offset  formula  in  the  TSF  and  CAAT  plan  is  .7  per  oent  of  the 
final  i^ar's  YMPE.  HOOPP  has  a  CPP  reduction  of  .6  per  cent  of  the 
final  three-year  average  YMPE,  v*iile  Hydro  reduces  the  benefit  by  .625 
per  oent  of  the  final   five-year  average  YMPE. 

Ihose  vho  expressed  opinions  on  integration  vere  opposed  either  to 
the  principle  of  integration  or  to  specific  ways  in  wtiich  integration 
had  been  effected. 

The  OTF  stated  that  teachers  were  opposed  to  integrating  the 
CPP  with  the  TSF  but  that  it  had  been  forced  on  them.  However,  the 
federation  vnqs  not  sure  that  teachers  would  now  accept  a  stacked  plan 
which  vvDuld  require  a  oontribution  rate  of  6  per  cent  for  the  TSF  plus 
1.8  per  oent  or  more  for  CPP  plus  1  per  cent  or  more  for  the  escalation 
fund. 

OPSEU  maintained  that  de- integration  would  be  advantageous  to  the 
low-income  earners.  At  present,  their  contributions  to  the  public 
sector  plans  only  provide  them  with  vvhat  they  would  be  getting  anyway 
frcm  CPP.  De- integration,  the  union  said,  should  be  done  in  a  step-by- 
step  fashion  to  minimize  shocks  to  the  fund. 

Mr.  A.W.  Reeve  of  CMERS  also  expressed  the  view  that  employer 
pension  plans  should  not  be  integrated  with  the  CPP.  The  present 
system  of  integration,  with  the  YMPE  rising  rapidly,  v\as  unfair  to  most 
employees.  He  added  that  because  of  the  confusion  about  the  costing 
of  pension  plans  and  the  difficulty  of  explaining  to  employees  their 
integrated  entitlement,  public  sector  employees  might  consider  non- 
contributory  pension  plans  with  a  flat  benefit  on  top  of  CPP  pensions. 

CUPE  was  primarily  concerned  with  the  elimination  of  benefit 
step-rate  and  benefit  offset  nethods  of  integration,  an  aspect  which  is 
discussed  in  detail  in  its  brief  to  the  Commission.  More  generally,  it 
was  noted  that  increases  in  CPP  contributions  could  be  expected  to  lead 
to  a  re-examination  of  the  v»tiole  integration  question  by  employers  and 
unions,   and  possibly  to  an  increase  in  the  number  of  stacked  plans. 

The  Ontario  Confederation  of  University  Faculty  Associations 
(OCUFA)   stated  that  the  present   integration  formula   created   many  prob- 
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lems,  chief  among  them  the  fact  that  people  do  not  understand  how 
integration  works.  Therefore,  the  University  of  Western  Ontario  has 
stacked  plans.  Lfriiversity  plans,  according  to  OCUFA,  should  have  been 
stacked   to  start  with. 

Comments  on  the  subject  of  integration  were  also  made  by  the 
Ontario  Provincial  Police  Association  which  stated  that  it  had  been 
and  still  ves  in  favour  of  stacking;  by  a  number  of  employees  of  the 
Ministry  of  Ffealth,  who  noted  that  CPP  benefits  were  higher  than  PSSF 
benefits  per  dollar  of  contribution;  and  by  the  University  of  Guelph 
Staff  Association,  which  was  critical  of  the  method  of  integration 
used  for  the  staff  pension  plan.  The  association  pointed  out  that  the 
retroactive  integration  of  benefits  prior  to  1966  was  a  windfall  to  the 
employer  and  contrary  to  the  intention  of  the  CPP. 

Several  problems  arise  frcm  the  integration  of  final  earnings  plans 
with  the  CPP. 

1.  Employees  contribute  a  higher  amount  to  their  own  plan  on 
earnings  above  the  YMPE  than  on  earnings  up  to  that  level 
throughout  their  contributory  period,  but  reductions  in  bene- 
fits for  years  of  service  since  1966  are  based  on  the  YMPE  at 
the  end  of  the  contributory  period.  As  noted  by  the  CPP 
Advisory  Committee,  this  has  led  to  employee  complaints  that 
although  they  contributed  to  their  own  plan  at  the  full  rate  of 
earnings  during  the  early  years  of  the  CPP,  their  pension 
benefits  with  respect  to  these  years  of  service  are  at  the  full 
rate  cnly  on  earnings  above  a  much  higher  YMFE  at  the  time  they 
retire.  Because  of  the  rapid  catch-up  increases  in  the  CPP  in 
recent  years,  a  growing  number  of  employees  appear  to  have 
becone  concerned  about  this  point. 

2.  Einployees  perceive  the  CPP  benefit  to  be  relatively  more  gen- 
erous that  that  of  the  employer's  plan.  This  is  a  result  of 
different  funding  approaches.  The  public  sector  plans  are 
funded  plans,  with  a  fixed  ratio  of  benefits  to  contributions, 
while  the  CPP  is  a  partially  funded  plan  with  a  decreasing 
ratio  of  benefits  to  contributions.  Tb  date,  the  differences 
in  benefit/contribution  ratios  have  been  substantial.  For 
example,  v\*iile  the  ratio  of  benefits  to  contributions  in  the 
PSSF  amounts  to  .2968  on  salary  up  to  the  YMPE  and  .3333  on 
salary  above  it,  the  CPP,  for  persons  retiring  in  1976  with 
ten  years  of  service,  provided  a  benefit  equal  to  1.5432  times 
contributions.  This  difference,  however,  will  gradually 
diminish  as  integration  matures,  even  if  there  is  no  increase 
in  the  CPP  contribution  rate.  After  40  years,  when  the  CPP  is 
fully  mature,  the  ratio  of  benefits  to  contributions  will  be 
.3858. 
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3.  Employees  perceive  discrimination  in  benefits  from  the  employ- 
er's plan  in  favour  of  the  higher-paid  employees.  (In  fact, 
the  combined  employer  -  CPP  pension  is  a  higher  percentage  of 
earnings  for  lower  income  employees  than  it  is  for  those  with 
higher  earnings,  and  OAS  makes  the  percentage  differential 
wider  still).  A  related  point,  although  one  that  is  not 
actually  a  result  of  integration,  is  that  low-income  employees, 
in  contributing  to  an  employment  plan,  are  paying  for  a  benefit 
which  they  oould  get  from  GIS  or  GAINS  if  they  had  no  employ- 
ment pension  income. 

4.  Methods  of  integration  are  another  problem  area.  There  is 
considerable  variation  in  public  sector  plans  in  the  method  of 
CPP  offset,   which  affects  the  benefits  which  employees  receive. 

5.  Rjssible  future  changes  in  the  CPP  would  cause  other  problems. 
An  increase  in  the  CPP  contribution  rate  would  require  higher 
contributions  from  both  employers  and  employees  without  any 
corresponding  increase  in  the  total  tenefits.  Since  this  would 
amount  to  a  higher  percentage  of  salary  for  those  with  earnings 
up  to  YMPE  than  for  those  with  higher  income,  it  might  raise 
further  questions  about  the  apparent  discrimination  in  favour 
of  higher-paid  employees  in  the  employer's  plan.  An  increase 
in  CPP  benefits,  with  or  without  any  increase  in  contribution 
rates,  might  raise  further  questions  about  the  role  of  private 
pension  plans,   especially  for  lower-income  employees. 

Although  several  onployee  groups  indicated  that  integration  was 
imposed  on  them  against  their  wishes,  there  does  not  appear  to  be  any 
general  desire  for  "stacking"  among  public  sector  unions.  Stacking 
certainly  would  solve  the  problems  to  v\hich  v/e  have  referred.  However, 
it  would  mean  higher  contributions  from  employers  and  employees,  which 
employers  presumably  would  be  reluctant  to  assume  unless  there  were 
an  offsetting  reduction  in  some  other  component  of  compensation.  It 
would  be  costly,  therefore,  for  employees  -  more  costly  still  if  CPP 
contribution  rates  viere  raised.  It  might  also  leave  employees  with  more 
pension  benefits  than  they  really  need. 

An  alternative  approach,  favoured  by  some  unions,  would  be  to 
"de-integrate"  or  "de-couple"  the  plans.  This  would  involve  keeping  the 
employer  plan  and  the  the  CPP  quite  separate,  but  with  no  change  in  the 
total  amount  of  contributions  and  benefits  paid  under  each  plan.  All 
employees  would  contribute  an  equal  percentage  of  salary  to  the  onployer 
plan  and  would  get  the  same  ratio  of  benefits  to  contributions.  The 
effect  of  this  would  be  to  provide  a  somewhat  higher  combined  CPP- 
employer  plan  benefit  for  lower-income  employees  than  would  be  the  case 
under  an  integrated  plan,  and  a  lower  combined  benefit  for  those  with 
higher  earnings. 
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RETIREMENT  AGE 

While  age  65  is  the  normal  retirement  age  in  Ontario  for  91  per 
cent  of  members  in  the  private  sector,  it  is  the  normal  retirement  age 
for  only  51  per  cent  of  public  sector  members.  Although  retirement 
pensions  are  paid  at  age  65,  if  the  vesting  conditions  are  met  (usually 
10  years'  service)  normal  retirement  may  occur  at  other  ages  prov- 
ided the  retirement  conditions  are  met.  Normal  retirement  age  is  more 
properly  considered  as  the  earliest  age  at  which  one  may  receive  an 
actuarially  unreduced  pension.  This  ^e  is  often  earlier  than  age  65. 

Provincial  Government 

PSSF  and  WCB  provide  for  unreduced  retirement  benefit  prior  to  age 
65  when  age  plus  service  equals  90  points,  and  at  age  60  with  20  years 
of  service. 

Municipalities 

OMERS  provides  early  retirement  prior  to  age  65  in  supplementary 
plans:  one  plan  provides  for  an  unreduced  pension  at  age  60  and  re- 
quires a  contribution  one  per  cent  more  than  the  basic  plan.  A  second 
plan  provides  for  retirement  on  an  unreduced  pension  at  age  50  after 
30  years  of  service  and  within  10  years  of  normal  retirement,  at  an 
additional  contribution  of  2  percentage  points  higher  than  the  basic 
rate. 

Employees  may  negotiate  membership  in  these  plans  with  each  indi- 
vidual municipality  as  well  as  the  amount  of  the  employer  subsidy. 
Generally  firemen  and  policemen  have  taken  advantage  of  these  plans. 
The  closed  municipal  plans  also  provide  for  early  retirement.  A  recent 
arbitration  award  for  Metro  Toronto  Police  states  that,  on  average, 
Metro  Toronto  Police  retire  at  age  54.3  with  an  average  service  of  29.9 
years.  The  normal  retirement  age  for  TTC  employees  is  age  60,  but 
employees  may  retire  on  an  unreduced  pension  after  30  years  of  service 
with  no  age  requirement. 

Actuarially  Reduced  Pensions 

Early  retirement  with  actuarially  reduced  pensions  is  generally 
available  to  those  v^o  retire  within  10  years  of  normal  retirement  age 
and  do  not  meet  the  requirements  for  unreduced  pensions.  Ihe  reduction 
is  normally  about  5  per  cent  for  each  year  by  v^hich  retirement  precedes 
the  normal  retirement  age.  Ontario  Hydro  is  an  exception  in  that  the 
plan  provides  for  a  maximum  reduction  of  25  per  cent  at  age  55  if  the 
employee  has  15  years  of  service.  Ihe  TSF  is  also  an  exception  to  the 
general  practice  since  the  plan  reduces  the  pension  by  5  per  cent  for 
each  year  below  age  62  for  persons  vho  are  at  least  55  years  of  age  and 
have  30  years  of  service. 
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Actuarial  reduction  of  pensions  in  case  of  early  retirement  is 
based  on  the  following   factors: 

(i)       longer  life  expectancy  at  younger  ages; 

(ii)     loss  of   interest  on  payments  made  between   the  early   retire- 
ment date  and  the  normal  retirement  date. 

The  amount  required  to  purchase  an  annuity  at  ages  55  to  65  inclu- 
sive is  stown  in  I^bles  3  and  4.  Each  table  uses  G?^  71  mortality  (1971 
Group  Annuity  NkDrtality  table)  but  T^le  3  uses  3-1/2  per  cent  interest 
virtiile  Table  4  uses  7  per  cent  interest.  These  tables  indicate  that  an 
approximate  reduction  of  5  per  cent  per  year  is  appropriate  for  lower 
interest  rate  assumptions,  while  6  per  cent  reductions  (or  1/2  per  cent 
per  month)   are  more  appropriate  for  higher  interest  rate  assumptions. 
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Submissions 

Improved  early  retirement  provisions  were  proposed  by  the  OPPA,  the 
ONA,  the  OTF,  and  the  MEG.  In  support  of  its  recommendation  of  an 
earlier  retirement  ^e  for  policemen,  the  OPPA  referred  to  the  stressful 
nature  of  police  work  and  to  the  fact  that  the  average  OPP  officer  is 
expected  to  work  at  age  55  at  the  same  speed  and  rate  as  a  25-year-old . 
It  also  noted  the  retirement  age  for  police  officers  was  lower  than  that 
for  other  public  servants  in  nine  major  plans  surveyed  across  Canada. 

The  OPPA  recotimended   that: 

(i)  the  current  naximum  pension  should  he  available  to  police 
officers  after  30  years  of  service,   rather  than  35; 

(ii)  the  normal  retirement  age  should  be  25  years  of  service  or 
age  55  +  10  years  of  service;  and 

(iii)  the  early  retirement  requirement  should  be  10  years  of 
service,  with  a  reduction  of  5  per  cent  for  each  year 
retirement  precedes  age  55  or  25  years  of  service  (whichever 
is  less) . 

Although  most  policemen  can  retire  en  full  pension  at  around  age  55 
to  57,  not  all  take  advantage  of  the  opportunity.  The  OPPA  suggested 
that  sane  probably  continue  to  work  to  stay  ahead  of  inflation.  In 
other  cases,  they  stay  in  order  to  increase  their  pension  entitlement. 
Perhaps  more  important  was  that,  not  being  trained  for  other  onployment, 
they  tend  to  stay  in  police  work.  Pre-retirement  programs  which  are 
planned  would  help  in  this  respect.  In  addition,  retired  employees 
cannot  work  for  the  government  in  any  capacity  without  having  their 
pensions  reduced. 

The  OPPA  representatives  were  questioned  about  the  possibility  of 
restructuring  jobs  so  that  people  aged  55  could  do  work  more  suited  to 
their  ftiysical  capacities.  The  view  of  the  association  was  that  in 
these  days  of  financial  constraints  that  was  not  possible.  Previously, 
older  rrembers  ^ere  used  in  oanmunications,  but  now  civilians  do  the  same 
work  at  lower  pay. 

The  demanding  nature  of  the  work  which  their  members  perform  was 
also  referred  to  by  the  ONA  and  the  OIF  in  support  of  recommendations 
for  earlier  retirement.  The  ONA  noted  that  with  the  financial  con- 
straints an  hospitals  and  the  higher  salaries  of  nurses  today,  hospitals 
hire  fewer  nurses  and  demand  more  work  in  return.  There  is  no  scope  for 
transferring  older  employees  to  lighter  duties,  and  it  is  not  possible 
for  nurses  to  work  after  age  60.  While  HOOPP  has  early  retirement  at 
age  62  and  20  years  of  service,  these  have  to  be  continuous  years  of 
service,   a  requirement  not  all  nurses  can  meet. 
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The  OTF,  observing  that  teaching  was  a  demanding  profession, 
recanmended  that  the  Iteachers'  Superannuation  Act  be  amended  to  provide 
a  70  per  cent  pension  on  completion  of  30  years  of  service.  The  current 
job  situation  was  also  a  factor  underlying  this  recommendation.  The 
OTF  was  seriously  considering  job-sharing  arrangements  because  of  the 
current  employment  situation  and  had  been  counselling  people  to  commit 
themselves  to  a  certain  retirement  age.  However?,  it  would  not  want 
people's  pensions  to  be  adversely  affected  tiecause  they  agreed  to  retire 
early  or  to  share  their  jobs  with  someone. 

The  MEG  recommended  that  there  should  be  a  "35  years  of  service  and 
out"  option  in  the  Public  Service  Superannuation  Act.  Vvhile  only  a  few 
people  would  benefit  from  this,  it  would  be  consistent  with  many  private 
sector  plans  which  have  35-and-out  (and  even  30-and-out)  provisions. 
The  impact  on  the  fund  would  be  minimal  and  it  might  be  an  effective 
long-service  reward.  The  MEG  also  proposed  that  there  be  a  "pay  ahead" 
provision  for  earlier  retirement  under  which  long-term  contributors 
would  be  allowed  to  resign  on  full  pension  if  they  paid,  say,  double 
contributions  to  retirement  and  accepted  a  deferred  pension. 

Requests  for  early  retirement  improvements  are  based  on  two 
factors : 

(i)        job  stress  and/or  the  physical  danands  of  the  job;  and 

(ii)     the  need  to  create  more  employment  and  prcmotional 
opportunities. 

No  evidence  was  provided,  nor  could  any  be  obtained,  to  support 
contentions  that  employees  in  any  occupation  v/ere  "burned  out"  or  unable 
to  meet  the  donands  of  their  job  after  a  certain  age  (e.g.,  data  on 
disability  rates  by  occupation  and  age).  This  may  also  be  viewed  as  a 
personnel  problem.  If  job  requirements  cannot  be  met  by  some  employees 
after  they  reach  a  certain  age,  perhaps  more  consideration  should  be 
given  to  the  restructuring  of  jobs,  including  the  creation  of  part-time 
jobs,  to  enable  employees  to  work  at  a  pace  that  is  suited  to  their 
capacities.  However,  under  final  earnings  plans,  a  switch  to  a  lower- 
paying  job  during  the  later  years  of  a  person's  working  career  could 
significantly  reduce  the  pension  received  at  retirement.  If  the  move 
were  to  a  part-time  job,  the  employee  generally  would  be  no  longer 
eligible  for  pension  plan  membership. 

Ihere  is  little  doubt  that  improved  early  retirement  provisions 
in  the  public  sector  would  result  in  the  creation  of  more  jobs  and 
promotional  opportunities.  Older  employees  are  more  heavily  represented 
in  senior  positions.  Lack  of  pranotional  opportunities,  hoviever,  is  not 
a  problem  unique  to  the  public  sector,  but  a  general  one  v\hich  reflects 
recent  demographic  trends.  The  problem  might  be  aggravated  in  the  pub- 
lic sector  by  the  fact  that  the  vast  majority  of  employees   are   covered 
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by  final  earnings  plans  which  tend  to  discourage  employees   from  moving 
to  less  senior  positions. 

Mandatory  Retirement 

Although  this  was  not  an  issue  raised  by  any  other  group,  it  was 
the  major  concern  of  the  firefighters,  whose  comments  centered  on  the 
application  of  age  and  discrimination  rules  in  the  Qitario  Human  Rights 
Code  to  their  negotiated  retirement  at  age  60  (58  of  70  locals  have 
compulsory  retironent  provisions  in  their  contracts). 

Ihe  OPFA  stated  that  firefighting  is  a  very  tough  job,  where  the 
need  is  for  a  person  who  is  totally  physically  fit  and  ready  to  do 
all  kinds  of  strenuous  work  under  dangerous  conditions.  Since  most 
individuals  cannot  perform  vigorously  after  60,  and  as  sane  cannot  even 
go  through  a  fire  drill,  all  firefighters  should  be  forcibly  retired  at 
age  60.  Allowing  people  to  continue  beyond  that  age  would  present 
additional  hazards  to  fellow  workers. 

The  association  noted  that,  in  recognition  of  their  job  performance 
requirements,  CMEIRS  makes  provision  for  firefighters  to  retire  at  age  60 
without  actuarial  reduction.  The  OPFA  also  stated  that  members  of  the 
provincial  government  had  indicated  to  them  that  the  age  discrimination 
rules  vere  never  intended  to  apply  to  firefighters. 


CCNTRIBUriONS 

The  five  major  plans  were  and  still  are  contributory,  although  the 
original  Hydro  legislation  permitted  it  to  be  non-contributory.  There 
is  only  one  non-contributory  plan  in  the  public  sector  -  for  the  hourly 
staff  at  McMaster  University.  In  all  others  employees  must  contribute  a 
certain  percentage  of  earnings.  Today  tliis  percentage  is  a  fixed  rate 
for  all  members;  in  the  past  some  plans  provided  for  increasing  contri- 
butions according  to  age.  Current  contribution  rates  for  employees  are 
as  follows: 

PSSF,  TSF:  Employees  contribute  6  .per  cent  of  earnings  (including 
the  CPP  contribution) (10) ,  and  an  additional  1  per  cent  for 
escalation  of  benefits  under  the  Superannuation  Adjustment 
Benefits  Act,  for  a  total  of  7  per  cent  of  earnings  (e.g., 
for  earnings  of  $20,000  in  1978,  $1,230.80,  excluding  CPP 
contributions) . 

CMERS:  Contribution  rates  vary  according  to  normal  retirement  date. 
Normal  retirement  at  age  60  is  available  to  groups  of  policemen 
and  firemen.  For  normal  retirement  at  age  65,  v^ich  applies  to 
86  per  cent  of  members,  the  employee  contributes  5-1/2  per  cent 
of  earnings  to  tlie  YMPE  level  and  7  per  cent  above  this  level 
($1,244  for  earnings  of  $20,000  in  1978).     For  normal  retirement 
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at  age  60,  the  employee  cx)ntributes  6-1/2  per  cent  to  the  YMPE 
level  and  8  per  cent  above  this  level  ($1,444  for  earnings  of 
$20,000  in  1978).  CMERS  members  make  the  highest  contributions 
in  the  public  sector. 

HOOPP:  Einployees  contribute  4.5  per  cent  of  earnings  up  to  the  YMPE 
level  and  6  per  cent  above  it  ($1,044  for  earnings  of  $20,000  in 
1978). 

Ontario  Hydro:  Employees  contribute  3.43  per  cent  of  earnings  up  to  the 
YMPE  level  and  5  per  cent  above  that  level  ($836.72  for  earnings 
of  $20,000  in  1978). 

There  are  a  few  exceptions  to  the  general  approach  to  contri- 
butions. In  a  few  university  plans,  tlie  required  contributions  to  the 
employer's  plan  on  earnings  above  the  YMPE  are  twice  or  more  than  those 
on  earnings  up  to  that  level;  e.g..  University  of  Toronto  -2.5  per 
cent  to  YMPE,  5  per  cent  above;  Trent  University  -  3  per  cent  to  YMPE,  6 
per  cent  above;  and  Algoma  -  2  per  cent  to  YMPE,  5  per  cent  above.  In 
each  case,  the  benefits  provided  by  the  plan  are  proportionate  to  the 
different  rates  of  contribution.  Another  notable  variation  is  the 
contribution  rate  for  WCB  employees  hired  prior  to  1972.  The  latter 
contribute  on  tlie  basis  of  a  scale  related  to  age,  fran  4.4  to  5.75  per 
cent. 

Bnployer  contributions  are  based  on  one  of  two  approaches.  Either 
the  employer  matches  the  contributions  made  by  the  employees  and  is 
responsible  to  make  up  any  deficiencies  if  these  funds  are  not  enough  to 
pay  for  the  future  pension,  or  the  employer  contributes  the  balance 
required  to  fund  the  plan.  Elnployer  contributions  for  the  major  plans 
in  1978  were  as  follows: 

PSSF:  The  provincial  government  as  employer  matches  the  contributions 
of  the  employees. (11) 

TSF:  Ihe  provincial  government  matches  the  employee  contributions 
plus  interest  at  the  rate  of  6  per  cent  (compounded  semi- 
annually)  on  January  1  of  the  following  year. (12) 

OMERS:  The  employers  pay  the  balance  required  to  fund  the  plan  in 
accordance  with  the  Pension  Benefits  Act. (13) 

HOOPP:  The  hospitals  as  employers  pay  the  balance  required  to  fund  the 
plan  in  accordance  with  the  Pension  Benefits  Act. 

Ontario  Hydro:  The  employer  contributes  the  difference  between  the 
amount  of  employee  contributions  and  the  cost  of  benefits  as 
determined  by  actuarial  valuations. (14) 
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VESTING,    IDCKING-IN,    AND  PORTABILITY 

Nearly  all  public  sector  pension  plans  have  vesting  provisions 
which  are  nore  favourable  than  the  legal  minimum  of  age  45  and  10  years' 
service.  The  PSSF,  TSF,  and  HOOPP  have  a  10-year  service  requirement 
for  vesting.  Ontario  Hydro  has  a  one-year  vesting  provision  and  OMERS, 
University  of  Ibronto,   and  Queen's  Lhiversity  have  immediate  vesting. 

The  public  sector  plans  provide  for  locking-in  of  onployee  contri- 
butions after  age  45  and  10  years'  service  following  the  legal  maximum, 
although  it  is  legally  permissible  to  provide  for  earlier  locking-in 
if  the  plan  provides  for  earlier  vesting.  (The  PSSF  could  require 
locking-in  of  employee  contributions  after  10  years'  service  and  Chtario 
Hydro  oould  provide  for  locking-in  after  one  year's  service.  The  plans, 
however,  generally  give  a  choice  to  vested  members  so  that  they  may 
leave  their  contributions  in  the  fund   if  they  wish). 

An  employee  \^ho  is  not  vested  will  receive  a  refund  of  his  or  her 
own  contributions  upon  termination.  An  employee  vho  is  vested  but  who 
is  not  ^e  45  with  10  years'  service  has  a  choice  of  receiving  a  refund 
of  his  or  her  cwn  contributions  or  leaving  the  contributions  in  the 
pension  fund  and  obtaining  a  pension  at  ^e  65  based  on  the  employer's 
and  employee's  contributions.  An  employee  v^o  is  vested  and  v\^o  has 
reached  age  45  with  10  years'  service  has  no  choice  and  will  receive  a 
pension  at  age  65. 

Most  terminating  anployees  vho  had  a  choice  of  a  refund  of  their 
contributions  or  a  deferred  life  annuity  opted  for  the  former.  In  1976, 
12.63  per  cent  of  terminating  anployees  in  the  PSSF  chose  to  receive  a 
deferred  annuity.  In  CMERS,  over  the  period  1974  to  1977,  18.95  per 
cent  of  the  males  and  15.06  per  cent  of  the  females  who  had  10  years' 
service  and  Wio  v\ere  under  age  45  elected  a  deferred  annuity.  In  the 
TSF,  by  contrast,  86.9  per  cent  of  terminating  employees  in  1977  who  had 
10  or  nore  years  of  service  elected  a  deferred  life  annuity. 

Contributors  vho  receive  a  refund  of  contributions  are  paid  5  per 
cent  interest  compounded  annually  in  the  PSSF,  and  CMERS;  3  per  cent  per 
annum  compounded  half-yearly  in  the  TSF;  3  per  cent  compounded  annually 
up  to  December  3,  1971  and  5  per  cent  compounded  annually  thereafter  in 
HOOPP;  and  3  per  cent  canpounded  annually  up  to  December  31,  1960  and 
4-1/2  per  cent  canpounded  annually  in  Ontario  Hydro. 

Portability 

Portability  exists  generally  within  the  public  sector  itself,  that 
is,  vesting  of  pension  rights  and  obtaining  a  pension  is  not  completely 
dependent  on  continuous  service  with  the  same  employer,  as  is  usual  in 
the  private  sector.  Among  the  five  major  plans,  members  may  count  as 
pensionable  service  any  service  vvhich  is  transferred  from  another  public 
sector  plan  under  a  reciprocal  agreement.     Amounts  of  contributions   are 
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transferred  from  the  old  plan  to  the  new  plan,  and  any  shortfall  may  be 
made  up  by  the  transferring  employee.  Reciprocal  transfer  agreements 
present  certain  difficulties  in  achieving  full  portability,  as  discussed 
in  Chapter  6. 

While  an  employee  who  terminates  without  vesting  receives  only  a 
refund  of  his  or  her  own  contributions,  with  interest,  an  employee  who 
transfers  to  another  plan  under  a  reciprocal  agreement  receives  credit 
for  double  contributions  plus  a  nominal  rate  of  interest  (varying  from  3 
to  5  per  cent)  for  years  of  service  with  the  previous  employer.  If 
the  amount  transferred  is  less  than  the  receiving  plan  requires,  the 
employee  has  the  option  of  purchasing  up  to  the  full  pension  service 
credit  earned  in  the  exporting  plan.  Most  university  plans  also  allow 
for  the  transfer  of  double  contributions  plus  the  fund  rate  of  interest 
either  to  another  employer's  plan  or  to  an  RRSP,  provided  the  contri- 
butions are  locked  in.  L^  to  about  age  45,  double  contributions  would 
provide  for  higher  benefits  than  those  promised  in  any  defined  benefit 
plan  for  each  year  of  service,  vs^ile  for  older  employees  they  fall 
increasingly  short  of  purchasing  the  promised  benefits. 

Where  onployees  have  had  to  terminate  their  membership  in  a  pension 
plan  as  a  result  of  the  transfer  of  programs  from  cne  area  to  another  of 
the  public  sector,  a  variety  of  bases  has  been  used  in  calculating 
pension  transfer  values.  In  each  case,  apparently,  the  transfers  have 
resulted  in  problems,  primarily  because  of  the  different  levels  of 
benefit  provided  by  various  plans.  Einployees  transferred  into  the  PSSF 
generally  come  fron  plans  with  lower  benefits  and  lower  contributions. 
Where  the  funds  transferred  did  not  purchase  service  credit  in  the  PSSF 
equal  to  the  years  accumulated  in  the  previous  pension  plan,  employees 
were  required  either  to  accept  a  shorter  service  credit  or  pay  the 
difference  between  the  amounts  transferred  and  the  amounts  assessed  by 
the  PSSF.  In  many  cases  these  payments  amounted  to  several  thousand 
dollars.  Wiere  the  funds  were  transferred  on  the  present  value  basis, 
the  younger  employees  found  that  frequently  only  their  cwn  contributions 
were  transferred.  Where  double  contributions  were  transferred,  em- 
ployees also  had  to  make  up  the  difference.  Ihe  only  exception  was  the 
Ontario  Housing  Corporation  group,  for  vvhom  the  funds  transferred  to  the 
PSSF  were  sufficient.  All  other  transfers  were  nade  on  a  present  value 
basis;  none,    it  appears,   has  proved  v^iolly  satisfactory. 

Another  measure  of  portability  is  achieved  because  members  in  the 
public  sector  do  not  have  to  be  employed  continuously,  so  that  previous 
service  with  the  same  onployer  may  be  included  for  determining  pension 
entitlement.  Tteachers  have  the  most  generous  provision  in  this  respect 
because,  upon  re-employment,  a  contributor  may  reinstate  his  or  her 
previous  account  at  no  cost  if  the  employee  had  not  withdrawn  past 
contributions.  In  the  PSSF,  the  contributor  pays  an  assessment  based  on 
salary  at  the  time  of  re-employment.  In  Ontario  Hydro,  an  employee  may 
reinstate  pension  credits  if  re-employed   within  one   year,    by  repaying 
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contributions  withdrawn  plus  interest.  Neither  CMERS  nor  HOOPP  has  any 
provision  for  reinstatement  of  past  service. 

In  the  PSSF  and  OMERS,  there  are  provisions  for  members  to  es- 
tablish credit  for  previous  non-pensionable  service.  In  the  PSSF, 
employees  may  do  this  by  paying  an  amount  based  on  salary  during  the 
period  in  v»hich  they  were  not  contributors.  In  CME]RS,  the  employer  may 
pay  for  the  full  cost  of  such  service,  subject  to  negotiation  with 
employee  groups.  In  the  PSSF  and  TSF,  members  may  make  contributions 
for  wartime  service.  All  major  plans  except  HCXDPP  permit  employees  to 
contribute  for  periods  of  authorized  absences.  The  latter  provision 
appears  to  be  particularly  advantageous  to  members  of  the  TSF,  since 
they  may  take  leave  of  absence  for  a  period  of  up  to  two  years  for 
travel  or  study  purposes,  and  may  continue  their  membership  in  the  plan 
while  members  of  the  Legislative  Assembly. 

Reciprocal  transfer  arrangements  between  the  public  and  private 
sectors  are  rare.  While  it  seems  to  have  been  possible  in  the  public 
sector  to  devise  transfer  provisions  that  accommodate  considerable 
differences  in  benefit  levels  and  their  valuation,  similar  compromises 
among  plans  in  the  private  sector  or  between  private  and  public  sector 
plans  wDuld  require  a  conmon  approach  to  pension  costing.  It  WDuld  also 
require  some  consensus  on  the  desirability  of  facilitating  employee 
mobility.  Reciprocity  in  the  public  sector  plans  reflects  a  measure  of 
common  purpose  among  the  sponsors  of  plans  which,  directly  or  indi- 
rectly, are  a  responsibility  of  the  provincial  government.  The  same 
basis  for  reciprocal  agreement  is  not  perceived,  as  a  rule,  by  private 
plan  sponsors. 

Desired  Changes 

Improved  portability  of  pensions  was  recommended  by  many  groups  and 
individuals.  Most  saw  improved  vesting  provisions  as  the  basic  means  by 
which  this  should  be  achieved. 

CX:UFA  ranked  portability  as  its  first  major  concern,  a  problem 
related  to  the  variety  of  university  plans  as  v^ell  as  restrictive  vest- 
ing provisions.  A  number  of  other  groups,  notably  CUPE,  OPSEU,  the  CNA, 
and  the  OTA  made  detailed  conments  on  this  subject  in  their  submissions 
to  the  Commission.  Briefly  their  recommendations  v^ere  as  follows: 

-  CUPE:   Minimum  standard  of  full  vesting  after  5  years  of  ser- 

vice or  at  age  30,  with  locking-in.  Creation  of  a 
central  pension  agency  to  record,  transfer,  and  pay 
pension  benefit  credits. 

-  OPSEU:  Vesting  after  5  years  of  service.   Locking-in  only  if 

deferred  benefits  are  indexed. 

-  ONA:    Immediate  vesting  and  portability. 
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-  OTF:  Accrued  pension  benefits  to  be  vested  immediately  on  em- 
ployment, and  Section  16  of  the  Ontario  Pension  Benefits 
Act  to  be  implemented  in  order  to  create  a  holding  bank. 
Locking-in  of  employee  contributions  at  age  40. 

The  OTF  noted  that,  to  all  intents  and  purposes,  it  already  had 
portability  and  vesting  by  way  of  linked  service  and  reciprocal  agree- 
ments. The  ONA,  in  support  of  its  recommendation  for  immediate  vesting 
and  portability,  noted  that  while  there  is  portability  within  HOOPP, 
there  is  no  portability  for  employees  of  independent  hospital  plans. 
More  fundamentally,  \A*iile  many  nurses  put  in  long  years  of  service,  few 
have  the  unbroken  service  that  is  required  to  build  up  pension  rights 
under  current  vesting   regulations. 

The  OPPA  did  not  see  portability  as  a  major  problem,  since  there 
is  little  mobility  in  the  police  force.  After  5  years,  policemen  tend 
to  stay  in  the  force.  The  MEG  listed  poor  portability  as  one  of  the 
weaknesses  of  the  PSSF,  especially  if  an  employee  wishes  to  move  to 
the  private  sector.  It  suggested  that  a  centralized  agency  might  be 
established  with  v^ich  all  participating  organizations  would  have  to 
deposit  their  contributions. 


DISCLOSURE 

Most  of  the  employee  groups  with  whom  Dr.  Kelly  met  were  highly 
critical  of  the  information  provided  to  them  about  their  pension  plans. 
Oily  the  OTF  was  satisfied  with  the  approach  taken  to  information  dis- 
closure. It  considered  the  teachers'  plan  a  model  in  this  regard,  and 
expressed  the  hope  that  other  pension  plans  would  do  the  same  for  their 
members. 

CUPE  and  the  CNA  both  made  reference  to  the  difficulties  they  had 
encountered  in  obtaining  information  about  HOOPP.  The  ONA  commented 
that  nurses  are  poorly  informed  about  their  pension  benefits,  and  it 
was  very  difficult  to  obtain  any  information.  Ffersonnel  departments  of 
the  hospitals  know  very  little  and  get  little  help  from  the  OHA  in 
describing  the  plan  to  members.  Lines  of  communication  between  the 
union  and  the  OHA  are  very  poor.  The  CNA  frequently  hears  of  changes  by 
way  of  inquiries  from  individual  members.  Changes  in  HOOPP  and  its 
benefits  are  made  unilaterally  by  the  OHA,  and  members  may  or  may  not  be 
informed.  CUPE  was  equally  critical,  describing  the  OHA  as  the  most 
difficult  group  it  had  encountered  as  far  as  withholding  of  information 
is  concerned. 

OPSEU  stated  that  it  was  seeking  legislation  to  provide  for  the 
reasonable  disclosure  of  certain  information  about  pension  plans.  For 
example,  it  wanted  information  from  the  Public  Service  Superannuation 
Board  about  its  retired  members,  but  had  been  unsuccessful  in  obtaining 
this  information. 
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University  plans  were  also  subject  to  criticism  in  this  respect. 
OCTJFA  maintained  that  university  anployees  receive  very  poor  information 
about  their  pension.  They  feel  entitled  to  all  information  regarding 
their  pensions  as  it  is  part  of  their  compensation.  When  they  do  not 
receive  information  about  it,  they  suspect  that  something  is  wrong  with 
the  plan.  The  University  of  Guelph  Staff  Association  stated  that  poor 
disclosure  had  made  the  university  plan  very  unpopular  with  the  staff, 
many  of  vvhom  do  not  think  their  plan  is  as  good  as  the  university  makes 
it  out  to  be,  and  many  of  vi^icm  v^ant  their  money  out.  The  association 
added  that  before  unions  at  the  university  could  bargain  on  pensions 
they  needed  to  have  a  much  better  understanding  of  the  investment  and 
income  of  their  plan.  At  present,  the  only  information  being  disclosed 
is  an  annual  report  to  all  employees  giving  them  some  idea  of  their 
eventual  benefits,  but  nothing  more. 

Representatives  of  the  York  Ifriiversity  Faculty  Association  remarked 
that  very  little  information  was  communicated  to  the  faculty  about  the 
pension  plan,  but  enployees  vrere  partly  responsible  in  that  they  showed 
little  concern  about  getting  more  information.  Most  information,  such 
as  actuarial  reports  and  the  canposition  of  fund  assets,  was  available 
on  request.  The  delegates  felt  that  the  personalized  annual  statements 
v^ich  they  received  about  their  pensions  were  useful  and  that  the  staff 
administering  the  plan  v^ere  very  helpful.  The  plan  text  is  currently 
being  rewritten  to  clarify  its  provisions  and  remove  ambiguities. 

Although  employee  and  pensioner  groups  v^ere  generally  critical  of 
the  amount  of  information  they  received  about  their  pension  plans,  most 
plan  sponsors  maintained  that  they  provided  a  great  deal  of  infor- 
mation to  plan  members.  Most  reported  that  they  provide  personalized 
annual  statements,  pension  plan  brochures,  annual  reports,  and  pension 
information  at  members'  retirement.  Many  also  provide  pre-retirement 
counselling.  The  only  kind  of  information  that  ariployers  said  was  not 
provided  to  plan  members  was  personal  information  about  other  members. 

Despite  this,  it  is  obvious  that  pension  plan  members  do  not  feel 
that  they  have  adequate  information  about  their  pension  plans,  one  of 
the  major  gaps  being  the  limited  information  they  receive  about  finan- 
cial aspects  of  the  plans  to  which  they  contribute.  A  more  specific 
aspect  of  disclosure  was  mentioned  by  tlie  Ontario  Municipal  Retirees 
Organization,  stating  that  it  was  unable  to  obtain  information  from 
OMERS  regarding  the  names  and  addresses  of  retirees.  OMERS,  however, 
did  mail  to  pensioners  information  prepared  by  OMRO.  More  generally, 
OMRO  was  critical  of  the  lack  of  information  provided  to  pensioners 
about  the  OMERS  plan. 


CCMPARISONS  WITH  OTHER  JURISDICTIONS 

This  section  presents  a  brief  comparison  of  the  main  provisions  of 
both  the  PSSF  and  the  Legislative  Assembly  Retirement  Allowances  Plan 
with  similar  plans  in  otlier  jurisdictions  in  Canada. 
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Government  Enployee  Plans 

Pension  Fbrmula 

Ihe  retirement  benefits  provided  by  the  PSSF  -  2  per  cent  of  best  5 
years'  average  salary  per  year  of  service  less  .7  per  cent  of  earnings 
up  to  the  YMPE  (averaged  over  the  last  three  years)  for  service  from 
1966  -  are  much  the  same  as  those  provided  in  other  jurisdictions. 
Differences  result  mainly  from  variations  in  the  CPP  offset  and  in  the 
final  earnings  base.  The  PSSF  provides  a  somewhat  higher  basic  benefit 
than  the  federal  and  Manitoba  government  plans,  which  use  best  6  and 
best  7  years'  salary  respectively  as  the  earnings  base,  though  Manitoba 
has  a  lower  CPP  offset.  It  provides  a  somewhat  lower  benefit  than 
Quebec,  Alberta,  and  Prince  Edward  Island.  Quebec  and  Alberta  both 
use  a  five-year  average  of  YMPE  in  determining  the  CPP  reduction,  and 
Alberta  also  has  a  smaller  offset  -  .6  per  cent  -  than  the  PSSF.  The 
Prince  Edward  Island  plan  differs  from  the  PSSF  in  that  pensions  are 
based  on  the  best  3  years'  salary,  rather  than  the  best  5.  In  Nova 
Scotia  and  Newfoundland,  the  pension  formulas  are  more  complex  than 
those  in  other  plans,  but  they  wDuld  appear  to  generate  benefits  much 
the  same  as  those  in  the  PSSF.  In  New  Brunswick  and  Saskatchewan  the 
pension  formula  is  identical  to  that  of  the  PSSF.  (The  recently  intro- 
duced money-purchase  plan  in  Saskatchewan,  applicable  to  anployees  hired 
after  October  1977,  is  not  directly  comparable  with  the  PSSF  or  with 
public  sector  plans   in  other  jurisdictions. ) 

Contributions 

Employee  contributions  to  the  PSSF,  which  anraunt  to  7  per  cent  of 
salary  including  CPP  and  escalation  contributions,  are  higher  than  those 
in  public  sector  plans  in  most  other  jurisdictions,  (all  of  which, 
except  for  the  new  Saskatchewan  plan,  are  integrated  with  the  CPP). 
Alberta  has  the  lowest  contribution  rate  -  5  per  cent  of  salary  -  fol- 
lowed by  Newfoundland  at  6  per  cent.  Contributions  in  Prince  Edward 
Island,  Nova  Scotia,  and  British  Columbia  are  about  6.5  per  cent  of 
salary  (including  contributions  for  indexing  in  British  Columbia).  In 
New  Brunswick  and  Manitoba  the  contribution  rate  is  marginally  less  than 
7  per  cent.  The  new  Saskatchewan  plan,  vy^ich  has  a  contribution  rate  of 
5  per  cent  plus  CPP,  results  in  contributions  of  about  6-1/2  per  cent  up 
to  the  YMPE  and  progressively  lower  rates  above  that  level. 

Employee  contributions  to  the  PSSF  are  lov^er  than  those  in  Quebec 
(7.5  per  cent),  the  federal  government  (7.5  per  cent  including  index- 
ing), and  in  the  Saskatchewan  closed  plan.  The  latter  is  unique  among 
government  onployee  plans  in  grading  contribution  rates  according  to  the 
employee's  age  on  entering  the  plan,  the  rates  ranging  from  7  to  9  per 
cent. 

As  in  the  PSSF,  employee  contributions  are  matched  by  the  employer 
in  the  Federal  Superannuation  Plan   and   also   in  British   Columbia,    New 


59 


Brunswick,  Nova  Scotia,  and  in  t±ie  new  Saskatchewan  plan.  The  federal 
and  Ontario  governments  also  meet  deficiencies  that  may  arise.  In  other 
jurisdictions,  and  in  the  closed  Saskatchewan  plan,  there  is  no  specific 
employer  contribution,  payments  either  being  made  as  necessary  or  ac- 
cording to  a  formula  in  vhich  the  employer  meets  a  specified  proportion 
of  the  annual  benefits. 

Escalation 

In  most  jurisdictions  there  is  provision,  as  in  the  PSSF,  for 
autonatic  increases  in  pensions  based  on  changes  in  the  Consumer  Price 
Index,  generally  subject  to  a  ceiling.  The  exceptions  are  Alberta, 
which  in  fact  has  made  annual  increases  based  on  the  CPI  but  has  no 
provision  for  autcmatic  adjustment;  Newfoundland,  which  has  followed  the 
same  practice  and  policy  as  Alberta;  and  Saskatchewan,  where  there 
is  provision  in  the  legislation  for  ad  hoc  increases.  In  the  other 
jurisdictions  adjustments  are  made  annually  except  for  British  Columbia, 
which  makes  regular  quarterly  increases. 

In  most  jurisdictions  that  have  formal  provision  for  cost-of-living 
increases,  adjustments  are  subject  to  an  annual  ceiling  ranging  from  4 
to  8  per  cent.  In  Manitoba,  the  increase  is  limited  so  that  employee 
contributions  allocated  to  the  account  in  the  prior  year  are  able  to 
finance  half  of  the  increase.  Only  the  federal  government,  British 
Columbia,  and  Ontario  follow  the  practice  of  requiring  additional  em- 
ployee contributions  for  escalation  benefits  to  be  accounted  for  in 
funds  separate  from  the  main  plans. 

Retirement  Conditions 

In  Quebec,  Saskatchewan,  Alberta,  and  New  Brunswick,  the  normal 
retirement  age  is  65,  as  in  the  PSSF.  Quebec  and  Saskatchewan  re- 
quire employees  to  have  10  years  of  pensionable  service  in  order  to 
be  eligible  for  a  pension  -  as  does  the  PSSF  -  whereas  in  the  other 
two  provinces  the  minimum  service  requirement  is  five  years.  Other 
jurisdictions  in  Canada  have  a  normal  retirement  age  of  60,  with  a 
10-year  minimum  service  requirement  except  in  the  federal  government, 
where  onployees  can  qualify  with  five  years'  pensionable  service. 

In  the  PSSF,  and  in  Quebec,  Saskatchewan,  and  New  Brunswick, 
employees  may  retire  on  full  accrued  pension  at  age  60  if  they  meet 
specified  service  requirements  -  20  years  in  Ontario  and  Saskatchewan; 
30  years  in  the  other  two  provinces.  The  new  Saskatchewan  plan  has  an 
additional  option  of  retirement  at  age  55  with  30  years  of  service. 
Einployees  may  also  retire  at  age  55  in  the  federal  government  and  in 
British  Columbia,  subject  to  service  requirements  of  30  and  35  years 
respectively.  Ontario  and  Alberta  are  the  only  jurisdictions  which 
allow  early  retirement  based  on  a  combination  of  age  and  service  -  90 
points   in  Qitario;   85  points  in  Alberta. 
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Survivor  Benefits 

The  PSSF  and  six  ot±ier  jurisdictions  have  a  10-year  eligibility 
requirement  for  survivor  benefits.  In  the  federal  government,  and  in 
New  Brunswick  and  Alberta,  the  service  requirement  is  five  years.  In 
Quebec  a  survivor  pension  is  paid  only  if  the  contributor's  combined 
age  and  service  was  at  least  90  years  or  if  he  or  she  was  receiving  a 
pension. 

Saskatchewan's  closed  plan  is  the  only  one  that  has  a  provision 
identical  to  that  in  Qitario  -  50  per  cent  of  accrued  pension  after  10 
years  of  service.  New  Brunswick  provides  a  50  per  oent  pension  after  5 
years  of  service  and  Quebec  provides  a  similar  pension  under  the  more 
restrictive  terms  noted  above.  In  Newfoundland,  the  survivor  benefit  is 
55  per  oent  of  the  accrued  pension;  in  Manitoba  it  is  60  per  cent;  and 
in  Nova  Scotia  and  Prince  Edward  Island  it  is  50  per  cent  plus  10  per 
cent  for  each  child  to  a  maximum  of  four,  in  all  cases  after  10  years 
of  service.  In  the  federal  government,  the  survivor  pension  is  the 
same  as  in  Nova  Scotia  and  Prince  Edward  Island,  but  with  a  five-year 
eligibility  condition.  Alberta  and  British  Columbia  both  have  Joint 
Life  and  Last  Survivor  Plans,  the  eligibility  period  being  5  and  10 
years  respectively.  Saskatchewan's  new  nx)ney-pur chase  plan  provides  for 
a  lump-sum  payment  or  an  annuity  based  on  accumulated  anployer-employee 
contributions. 

In  the  case  of  the  death  of  a  contributor  prior  to  becoming  eligi- 
ble for  survivor  benefits,  most  public  sector  plans  provide  for  a  refund 
of  the  employee's  contributions  with  interest.  In  Ontario  and  Alberta, 
a  surviving  spouse  gets  a  return  of  double  contributions  with   interest. 

Equalization  within  Jurisdictions 

Ihere  appears  to  be  somevviiat  greater  uniformity  of  benefits  within 
the  public  sector  in  most  other  jurisdictions  than  in  Ontario.  V^ile  no 
jurisdiction  has  one  plan  covering  all  public  sector  employees,  the  fed- 
eral government  and  Quebec  government  plans  have  a  much  wider  range  of 
membership  than  the  PSSF  does,  v\^ile  in  some  other  jurisdictions  there 
appears  to  be  a  high  degree  of  uniformity  of  benefits  among  different 
plans.  It  appears  too  that  efforts  are  being  made  in  scsne  provinces  to 
bring  about  greater  equalization  of  benefits. 
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NOTES 

(1)  Statutes  of  Canada  1870,  33  Victoria,  CAP  IV. 

(2)  See  "Legislative  History  of  Major  Ontario  Public  Sector  Pension 
Plans."   The  precursor  of  today's  Teachers'  Superannuation  Act  was 
introduced  in  1917. 

(3)  The  Ontario  Public  Service  Superannuation  Act,  S.O.  1920,  10-11 
George  V,  c.  4. 

(4)  An  Act  to  amend  The  Power  Commission  Act,  S.O.  1919,  9  George  V, 
c.  16.   However  the  plan  did  not  begin  until  1923. 

(5)  The  plan  was  established  by  the  Ontario  Hospital  Association  and 
is  not  regulated  by  specific  legislation. 

(6)  An  Act  to  establish  the  Ontario  Municipal  Employees  Retirement 
System,  S.O.  1961-62,  c.  97. 

(7)  Statistics  Canada,  Labour  Force  Annual  Averages,  1975-78, 

Cat.  71-529,  Table  3,  p.  19;  Ontario  Public  Sector  Pension  Plan 
Data. 

(8)  Forty  per  cent  of  the  Year's  Maximum  Pensionable  Earnings  under 
the  Canada  Pension  Plan. 

(9)  For  example.  Queen's  University  as  described  in  Brief  227. 

(10)  The  precise  contribution  is  6  per  cent  of  earnings  to  the  level  of 
earnings  exempt  from  CPP,  ($1,040  in  1978),  4.2  per  cent  of 
earnings  between  the  YBE  and  the  Year's  Maximvim  Pensionable 
Earnings  (1.8  per  cent  being  the  CPP  contribution),  and  6  per  cent 
above  YMPE.   ($10,400  in  1978).   The  1978  CPP  employee 
contribution  was  $169.20. 

(11)  The  Public  Service  Superannuation  Act  RSO  1970,  c.  387  as  amended 
provides  in  Section  10(1)  as  follows: 

Except  as  otherwise  provided,  where  a  contribution  is 
credited  to  the  fund  an  equivalent  amount  shall  be  credited 
to  the  fund  out  of  the  monies  appropriated  therefore  by  the 
legislature. 

(12)  The  Teachers'  Superannuation  Act  RSO  1970,  c.  455  as  amended 
provides  in  Section  22(1)  as  follows: 

Annually  and  at  the  same  time  as  the  total  legislative  grant 
is  payable  to  the  board  or  other  authority,  the  Treasurer 
shall  place  to  the  credit  of  the  fund  a  sum  equal  to  the 
contributions  made  by  or  on  behalf  of  the  persons  to  whom 
this  act  or  the  regulations  apply. 

(13)  The  Ontario  Municipal  Employees  Retirement  System  Act  RSO  1970, 
c.  324  as  amended  provides  in  Section  10  as  follows: 

The  contributions  of  the  employers  who  participate  in  the 
system  shall  be  such  an  amount  as  is  required,  in  addition  to 
the  contributions  of  the  members  and  the  interest  earned  by 
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the  fund,  to  provide  for  the  payment  of  the  benefits  and  the 
expenses  under  the  regulations. 

(14)   The  Power  Commission  Act  RSO  1970,  c.  354  as  amended  provides  in 
Section  2  1(4)  as  follows: 

The  Commission  shall  contribute  toward  the  cost  of  the 
benefits  mentioned  in  sub-section  1  the  amount  of  the 
difference  between  the  amount  of  the  contributions  of  the 
employees  and  the  amount  of  the  cost  of  the  benefits  as 
determined  by  actuarial  valuations. 
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Chapter  3 


Funding  of  Public  Sector  Plans 


INTRODUCTION 

The  recent  experience  of  public  sector  pension  plans  in  New  York 
City  in  which  the  plans  seemed  on  the  brink  of  bankruptcy  has  brought 
many  people  in  Ontario  to  question  the  financial  position  of  Qitario's 
public  sector  plans.  The  conversion  of  public  sector  plans  in  Saskat- 
chewan from  defined  benefit  to  defined  contribution  plans  has  raised 
further  questions.  Part  of  the  Commission's  terms  of  reference  calls 
for  an  assessment  of  the  effectiveness  of  Ontario's  plans  for  its  em- 
ployees, which  in  turn  requires  an  examination  of  their  funding  status 
and  the  cost  of  fulfilling  the  funding  requirements.  The  cost  element 
is  examined   in  the  Chapter  5. 

In  1965,  when  the  Pension  Benefits  Act  was  introduced,  the  Govern- 
ment of  Ontario  adopted  the  policy  of  having  pension  plans  for  all 
public  sector  employees  come  under  the  jurisdiction  of  the  Pension 
Benefits  Act.  Accordingly,  all  plans  are  required  to  comply  with  the 
funding  and  solvency  provisions  of  the  act  and  regulations.  The  Legis- 
lative Assembly  Retirement  Allowances  Account  (LARA)  for  former  members 
of  the  Legislature  does  not  oome  under  the  Pension  Benefits  Act  at  the 
present  time  since  those  covered  are  not  anployees  of  the  government. 

Since  the  Public  Service  Superannuation  Fund  was  established  in 
1920  and  the  Tteachers'  Superannuation  Fund  in  1917,  various  funding 
procedures  had  been  adopted  over  the  years,  and  by  1965  substantial 
unfunded  actuarial  liabilities  had  accumulated.  In  1965  rather  than 
call  for  liquidation  of  these  amounts  over  a  set  period  of  years  it 
was  settled  that  interest  only  would  be  paid  on  these  liabilities  in 
perpetuity.  It  oould  reasonably  be  expected  that  as  pension  obligations 
grew  these  liabilities  would  form  an  increasingly  smaller  part  of  pen- 
sion liabilities.     Furthermore,   the  taxing  pov^r  of   the  government  was 
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always  available  to  make  good  on  these  liabilities  should  the   need   ever 
arise. 

R.R.O.  1970,  Reg.  654,  s.  2(13)  under  the  Pension  Benefits  Act 
provides: 

"Where  a  pension  plan  is  administered  for  the  employees  of  a 
government,  the  special  payments  in  respect  of  an  initial  unfunded 
liability  existing  on  the  1st  day  of  January,  1965  may  be  limited 
to  the  annual  amount  required  to  prevent  any  increase  in  such 
liability." 

Use  of  this  section  has  been  limited  to  the  PSSF  and  the  TSF. 
Except  for  this  departure  from  the  usual  funding  provisions,  public 
sector  plans  have  been  administered  in  accordance  with  the  Pension 
Benefits  Act. 

In  recent  years  many  have  become  alarmed  by  large  and  unexpected 
increases  in  unfunded  actuarial  liabilities  revealed  in  actuarial  evalu- 
ation for  periods  ending  in  1974  and  later,  both  in  the  private  and 
the  public  sector.  Ihe  Commission  has  given  particular  attention  to 
the  meaning  of  those  unfunded  actuarial  liabilities  in  the  Ontario 
public  sector.  Ihe  subject  of  funding  as  it  applies  to  pension  plans  in 
general  is  dealt  with  at  length  in  Volume  II,  Qiapter  9.  The  reader  is 
referred  to  this  for  an  understanding  of  the  terms  used  in  the  discus- 
sion which  follows. 


FUNDED  STATUS   OF  SIX  MAJOR  PLANS 

The  QDmmission  asked  Keith  Cooper,  one  of  its  consulting  actuaries, 
to  assess  the  actuarial  status  of  six  major  plans  in  the  Ontario  public 
sector: 

Public  Service  Superannuation  Fund   (PSSF) 

Teachers'   Superanuuation  Fund    (TSF) 

Ontario  Municipal  Employees  Retiranent  System   (OMERS) 

Hospitals  of  Ontario  Pension  Plan    (HOOPP) 

Ontario  Hydro  Employees'   Pension  Plan   (Hydro) 

Ontario  Vforkmen's  Compensation  Board  Superannuation  Plan   (WCB) 

These  six  plans  cover  84.5  per  cent  of  public  sector  employees  in 
Ontario  and  control  nearly  nine  billion  dollars  of  assets  -  the  major 
portion  of  assets  of  all  public  sector  plans. 

Mr.  Cooper's  findings  appear  in  full  in  Volume  VII  of  the  report. 
Table  1  prepared  from  Appendix  A  of  his  report  shows  the  funded  status 
of  each  of  the  plans  at  the  date  of  the  latest  triennial  valuation 
available  in  1978.  It  should  be  noted  that  Mr.  Cooper's  assessment  in 
Column  4  shows  the  relationship  of  plan  assets  to  actuarial  liabilities 
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on  a  test  valuation  or  approxijnate  wind-up  value  basis  at  the  date  of 
valuation.  For  example,  if  the  PSSF  were  wound  up  at  December  31, 
1976,  the  assets  would  be  sufficient  to  pay  $.86  on  every  dollar  of 
liability  for  pension  benefits  to  December  31,  1976.  This  ignores 
certain  priorities  on  wind-up  required  under  the  Pension  Benefits  Act; 
the  actual  percentage  in  practice  would  not  be  86  per  cent  of  benefits 
for  all  employees.  Some  would  receive  100  per  cent  of  entitlement 
and  others  less  than  86  per  cent.  The  ratio  also  does  not  tell  us 
whether  the  unfunded  portion  arises  fron  experience  deficiencies  or  the 
additional  cost  of  such  features  as  early  retirement.  However",  the 
funded  ratio  approach  does  indicate  that  the  pension  plans  are  in  good 
financial  shape  and  that  fears  such  as  those  over  some  U.S.  public 
sector  plans  are  not  warranted  for  Oitario  public  sector  plans. 
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Plans  like  CMERS  and  WCB  which  show  surpluses  are  "fully  funded" 
according  to  the  Pension  Benefits  Act.  Plans  like  the  other  four,  which 
have  large  unfunded  actuarial  liabilities  but  for  which  provision  has 
been  made  for  their  orderly  liquidations  over  time,  are  "provisionally 
funded"  according  to  the  Pension  Benefits  Act.  By  falling  into  either 
of  these  two  classifications,  all  six  plans  are  deemed  under  the  act  to 
be  solvent.  All  plans  show  smaller  liabilities  on  a  wind-up  basis  than 
on  an  ongoing  basis  because  there  are  no  salary  projections  such  as 
those  required  for  valuation  on  an  ongoing  basis. 

With  regard  to  the  PSSF  and  TSF  plans,  their  post-retirement 
adjustment  funds  (PSSAF  and  TSAF)  are  excluded  and  accounted  for  sepa- 
rately. Ihere  were  large  unfunded  actuarial  liabilities  in  both  of 
these  funds  as  at  December  31,    1976. 


DESIRABILnY  OF  FUNDING 

Mr.   Cooper  in  his  report  notes: 

"The  funding  of  public  sector  pension  plans  (PSPP's)  is  a  contro- 
versial subject.  At  one  extreme,  we  find  those  vho  advocate  pay-go 
funding  in  recognition  of  the  fact  that  the  government  entity  has 
an  ongoing  tax  base  from  which  to  generate  the  necessary  revenues 
to  support  the  obligations  of  the  pensions  promised.  Consequently, 
they  question  why  huge  reserves  need  to  be  established  to  cover 
these  future  promises  v\^en  such  assets  oould  be  put  to  better  use 
today.  Furthermore,  they  question  why  today's  more  valuable  or 
'hard'  dollars  should  be  tied  up  v*ien  future  payments  can  be  made 
with  cheaper  or   'soft'   dollars. 

"Those  vAio  advocate  the  funding  of  PSPP's,  on  the  other  hand,  are 
concerned  about  the  future  ability  of  the  governmental  entity, 
regardless  of  its  size,  to  meet  pension  obligations  unless  a 
disciplined  approach  to  prefunding  has  been  undertaken.  They  see 
the  desirability  in  charging  current  generations  for  their  fair 
share  of  the  cost  of  pension  promises  made  to  current  members  of 
the  governmental  unit.  Good  accounting  practices  are  foremost  in 
their  mind  as  is  the  desirability  of  assuring  the  plan  members  of 
the  security  of  their  pension  promises.  Real  assets  also  represent 
a  base  to  fall  back  on  should  the  governmental  entity  run  into  cash 
flow  difficulties.  The  recent  experience  in  New  York  City  and  the 
current  Cleveland  financial  crisis  are  certainly  supportive  of  the 
need  for  real  assets  versus  using  public  debt." 

The  Ccgranission  accepts  the  fact  that  a  pay-go  approach  could  be 
considered  for  all  public  sector  plans  if  security  of  the  promise  were 
the  only  point  at  issue.  It  is  firmly  convinced,  however,  that  funding 
is  essential  for  cost  control.      It  therefore  recommends  that: 
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The  Government  of  Ctitario  continue  to  support  the  principle  that 
all  public  sector  employment  pension  plans,  being  those  directly  or 
indirectly  funded  by  government  obligations  or  guarantees,  come 
within  the  provisions  of  the  Pension  Benefits  Act,  and  that,  except 
as  reconmended  for  the  Legislative  Assembly  Retirement  Allowances 
Account,  no  new  exceptions  be  made  to  permit  continuance  of  an 
initial  unfunded  liability  without  provision  for  special  payments 
to  reduce  such  liability. 

The  Pension  Benefits  Act  be  amended  to  apply  immediately  to  the 
Legislative  Assembly  Retirement  Allowances  Account  in  the  same 
fashion  as  it  now  applies  to  public  sector  employees'  plans,  with 
any  unfunded  actuarial  liability  in  the  account  at  the  effective 
date  of  such  amendment  to  be  treated  as  an  initial  unfunded  lia- 
bility on  which  interest  only  is  payable  under  Section  1(13)  of  the 
regulations  under  the  Pension  Benefits  Act,  subject  to  the  making 
of  payments  \^ich  may  be  necessary  fran  year  to  year  to  fulfil  cash 
flow  requiranents. 

Any  act  creating  a  public  sector  pension  plan  whose  provisions 
are  not  in  accordance  with  the  Pension  Benefits  Act  be  amended 
immediately  to  comply  with  the  requiranents  of  the  Pension  Benefits 
Act  and  to  be  subject  to  the  requiranents  of  the  Pension  Benefits 
Act. 


FUNDING  METHODS 

From  Table  1  we  see  that  three  plans,  PSSF,  TSF,  and  WCB,  use  a 
level  premium  entry  age  normal  method  of  funding.  HOOPP  and  Hydro  use 
the  accrued  benefit  projected  method  and  OMERS  the  accrued  benefit 
unprojected  method.  (OMERS  changed  to  the  accrued  benefit  projected 
method  but  with  a  minimum  total  contribution  when  it  adopted  a  final 
average  plan  as  of  January  1,  1978. )  The  question  then  arises  why  the 
same  method  is  not  used  for  all  plans  and  if  it  should  be,  which  method 
should  be  used. 

Mr.  Cooper  in  his  report  notes  that  the  level  premium  method  always 
requires  more  fund  assets  to  be  on  hand  at  a  given  time  than  does  the 
accrued  benefit  projected  method  and  therefore  can  be  said  to  produce 
greater  funding  than  necessary  for  public  sector  plans.  He  says  the 
same  conclusion  could  be  drawn  even  v^here  the  accrued  benefit  projected 
method  is  used;  therefore  for  the  major  public  sector  pension  plans  it 
may  be  sufficient  if  funding  covers  only  the  actuarial  liability  on 
a  wind-up  basis  at  a  particular  time.  At  some  stage  in  the  funding 
progression  of  every  one  of  the  plans  this  would  require  even  smaller 
annual  contributions  than  the  accrued  benefit  projected  method.  There 
are  however  good  reasons,  which  the  Commission  believes  are  relevant 
to  the  public  sector,  for  requiring  more  than  that  minimal  degree  of 
funding.     The  chief  reason  is  that  level  premium  funding  will  maintain  a 
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stable  cost  pattern  for  current  service  cost  regardless  of  changes  in 
the  demographic  structure  of  the  plan  membership.  This  is  of  particular 
importance  now  with  the  effect  of  declining  school  enrolment  on  the 
numbers  and  age  distribution  of  members  in  the  TSF.  Whether  other 
public  sector  plans  may  experience  similar  changes  in  the  future  is 
touched  on  in  Chapter  5. 

Where  under  the  method  chiosen  there  is  over-funding,  consideration 
should  be  given  to  altering  the  payment  arrangements  until  funding  is 
reduced  to  a  fully  funded  basis.  The  WCB  at  December  31,  1977  was  134 
per  cent  funded  on  a  wind-up  basis  and  in  a  surplus  position  of  $13 
million  or  13.2  per  cent  of  total  liabilities  on  an  ongoing  basis. 
Ordinarily  this  comment  would  apply  as  well  to  the  OMERS  plan,  which 
at  January  1,  1977  was  estimated  to  be  over  100  per  cent  funded  on  a 
wind-up  basis  and  in  a  surplus  position  of  $110.6  million  or  14.6  per 
cent  of  total  liabilities  on  an  ongoing  basis.  We  understand,  however, 
that  its  position  has  already  changed  because  of  improvements  in  the 
plan  formula  which  have  absorbed  much  of  the  surplus. 

Over-funding  in  general  is  unnecessary  from  the  point  of  view  of 
both  the  pension  plan  and  the  taxpayer,  and  should  not  be  permitted  to 
continue.  The  type  of  review  suggested  later,  in  the  Commission's 
recommendations  on  cost,  is  designed  to  identify  such  situations  so  that 
steps  may  be  made  to  rectify  them,  lb  build  up  surplus  in  the  hope  of 
achieving  improved  benefits  more  easily  is  not  a  proper  goal  of  the 
funding  techniques,  if  this  has  been  the  past  approach  in  any  of  the 
plans. 

The  Ccsnmission  believes  that  hxjth  the  level  premium  methods  and  the 
accrued  benefit  methods  for  funding  (within  the  five  methods  reconmended 
for  fundirq  generally)  should  be  employed  for  public  sector  plans,  as 
the  actuary  for  the  plan  may  determine  suitable,  in  accordance  with 
guidelines  set  (as  recommended)  by  the  Pension  Commission  of  Ontario. 
Suitability  of  a  method  should  be  gauged  with  the  anphasis  first  on  cost 
control  and  only  secondly  for  security. 


MATCHING  CCKTRIBUriCWS 

The  idea  of  a  "matching  contribution,"  i.e.,  an  employer's  con- 
tribution equal  to  that  of  the  employee,  is  a  common  expectation  in 
the  public  sector.  It  is  specifically  legislated  in  the  Teachers' 
Superannuation  Act,   Section  22(1)  vshich  provides: 

"Annually.  ..the  Treasurer  shall  place  to  the  credit  of  the  Fund 
(TSF)  a  sum  equal  to  the  contributions  made  by  or  on  behalf  of  the 
persons  to  v^*la^\  this  Act  or  the  regulations  apply." 

At  present  teachers  are  required  to  contribute  to  the  TSF  6  per 
cent  of   salary,    including   GPP  contributions,    and   the  province  pays 


71 


a  like  amount,  making   a  total  payment  of   12  per  cent  of  payroll   for 
current  service  cost. 

The  Tteachers'  Superannuation  Act  provides  for  the  make-up  of  any 
deficits  in  the  following  terms: 

Section  3  "When  the  payments  into  the  Fund  in  any  year  are  insuf- 
ficient to  make  the  required  payments  out  of  the  Fund, 
the  deficiency  shall  be  made  up  out  of  the  Consolidated 
Revenue  Fund." 

In  the  latter  section  it  is  acknowledged,  in  effect,  that  a  match- 
ing contribution  arrangement  may  not  be  adequate  for  a  defined  benefit 
plan.  Where  a  plan  design  involves  both  a  specific  benefit  formula  and 
a  specific  formula  for  onployee  contributions,  the  employer's  contri- 
bution should  not  be  fixed  as  well.  Depending  on  age  distribution, 
investment  earnings  and  other  factors,  the  onployer's  share  of  the  cost 
may  be  more  or  less  than  the  employees'  -  rarely  is  it  the  same,  and 
then  only  by  coincidence  and  temporarily.  Since  a  "matching"  contri- 
bution may  not  prove  adequate  to  meet  all  benefit  obligations,  some 
additional  provision  is  necessary  in  order  to  guarantee  payment  of  the 
promised  pensions.  With  the  government  as  guarantor,  the  TSF  is  able  to 
assure  its  members:  (a)  that  the  "employer"  contribution  is  at  least  as 
much  as  their  own;  and  (b)  that  any  shortfall  in  the  50-50  funding  will 
be  made  up,  although  on  a  year-by-year  benefits  payment  basis  only. 
(Theoretically,  matching  contributions  in  a  defined  benefit  plan  could 
generate  an  unjustifiably  large  surplus;  but  no  surplus  could  long 
survive  the  pressure  to  raise  benefit  levels). 

Clearly,  the  Tteachers'  Superannuation  Act  itself  does  not  contem- 
plate full  prefunding  of  benefits,  although  the  prescribed  financing 
could  -  for  a  time  at  least  -  cover  funding  as  required  under  the  Pen- 
sion Benefits  Act.  However,  the  government  guarantee  is  expressed 
solely  in  terms  of  current  contributions  and  benefit  payments,  and  not 
in  terms  of  payments  toward  existing  and  accruing  liabilities.  Accord- 
ingly, vvhere  there  is  a  deficiency  as  that  term  is  used  in  Section  3, 
and  the  government  makes  up  the  difference  in  that  year,  no  additional 
government  nonies  are  available  to  make  up  any  remaining  deficiency 
arising  from  unfunded  actuarial  liabilities  or  (as  may  occur)  from 
current  service  cost.  In  short,  while  the  government  guarantees  the 
promised  benefits,  it  does  not  ensure  that  the  TSF  will  remain  solvent 
and  so  continue  to  qualify  for  registration  under  the  Pension  Benefits 
Act. 

At  the  time  of  its  inception  in  1917  and  until  the  advent  of 
pension  benefits  legislation  in  1965,  the  teachers'  plan  was  free  to 
operate  without  an  explicit  provision  for  advance  funding.  Plan  members 
are  assured  that  the  government  will  meet  any  future  shortfall  on  a 
pay-as-you-go  basis.  Fran  1965,  however,  the  administrators  have  had  an 
obligation   beyond   the   terms  of   the   Teachers'   Superannuation  Act   to 
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demonstrate  that  the  plan's  revenues  are  sufficient  to  meet  its  current 
service  cost  (for  accruing  benefits)  and  also  to  amortize  through  spe- 
cial payments  any  initial  unfunded  liability  or  experience  deficiency. 

Until  the  early  1970s  it  may  be  that  the  matching  contributions 
in  fact  were  sufficient  to  cover  both  current  service  costs  and  the 
equivalent  of  any  required  special  payments.  Thus,  despite  the  quite 
different  funding  basis  contemplated  in  the  TSA,  compliance  with  the 
solvency  standards  established  by  the  Pension  Benefits  Act  was  at  least 
possible.  Reconciliation  of  the  two  appears  to  have  become  more  diffi- 
cult, however,  with  the  rapid  escalation  of  salaries  in  the  mid-1970s 
and  the  consequent  creation  of  new  and  substantial  unfunded  liabilities. 

The  actuarial  report  for  the  TSF  for  the  three-year  period  ending 
December  31,  1978  sets  out  the  problem  created  by  the  matching  contri- 
bution principle: 

"Current  Service  Contributions 

Teachers  now  contribute  to  the  Superannuation  Fund  6%  of  their 
salaries,  less  their  required  CPP  contributions.  The  Province 
matches  these  contributions  and  also  irakes  the  payments  required  to 
finance  the  unfunded  liability  in  accordance  with  the  Pension 
Benefits  Act. 

We  found  that  the  combined  teacher-Province  statutory  contribution 
rate  (12%  less  CPP)  is  now  less  than  the  minimum  required  contri- 
bution rate  determined  according  to  the  actuarial  cost  method  used 
in  all  valuations  of  the  Teachers'  Superannuation  Fund.  If  the 
matching  principle  is  to  be  maintained,  then  both  the  teachers' 
contribution  rate  and  that  of  the  Province  should  be  increased  by 
0.4%  to  6.4%  less  CPP.  If  the  teachers'  contribution  rate  is  not 
changed,  then  the  Province's  contribution  rate  should  be  increased 
by  0.8%  to  6.8%  less  CPP. 

"Minimum  Annual  Payments 

In  accordance  with  the  Ontario  Pension  Benefits  Act,  the  unfunded 
liability  of  $1,096  million  should  be  financed  by  annual  payments 
starting  December  31,  1979  in  the  amount  of  $119,827,000.  This 
annual  payment  continues  in  effect  until  December  31,  1989  and  then 
reduces  in  accordance  with  the  table  given  in  our  report. 

The  total  annual  payment  of  $119,827,000  is  equal  to  about  $1,056 
per  active  teacher  or  5.1%  of  the  annual  salary  of  active  teachers 
on  the  valuation  date.  The  annual  amortization  payment  required  in 
the  years  1976  to  1978  inclusive  vas  $144,436,000." 

Thus  it  is  clear  that  not  cxily  are  special  payments  required  of  5.1 
per  cent  of  payroll  for  which   there   is   no   legislative  authority,    but 


73 


also  the  present  matching  cxDntributions  of  6  per  cent   are   insufficient 
to  meet  the  current  service  cost. 

There  are  at  least  three  possibilities  for  correcting  this 
situation: 

1.  The  fund  is  now  using  an  entry  age  normal  (level  premium) 
method  vshich  requires  heavier  funding  than  an  accrued  benefit 
method.  Changing  to  the  latter  method  would  reduce  current 
service  cost.  However  as  noted  above  the  entry  age  method 
provides  a  stable  cost  which  will  becone  increasingly  important 
as  the  age  composition  of  the  TSF  membership  changes  with 
changes  in  the  enployment  structure.  The  Commission  would  not 
recommend  any  change  in  the  funding  method. 

2.  The  matching  contribution  oould  be  increased  to  cover  current 
service  cost.  Since  the  amount  of  contribution  is  fixed 
by  statute  this  would  require  legislation,  possibly  every 
three  years.  The  vi^ole  question  of  the  contribution  structure 
and  a  possible  reduction  of  the  benefit  level  to  meet  the 
contributions  would  be  the  subject  of  negotiation  with  the 
teachers.  The  Coranission  vvould  not  consider  this  a  preferred 
answer,   since  it  does  not  go  to  the  root  of  the  problem. 

3.  The  matching  contribution  principle  could  be  abolished  and  the 
government  as  employer  would  assume  the  same  responsibilities 
as  an  employer  in  the  private  sector  and  be  responsible  for 
any  cost,  whether  for  current  service  or  special  payments 
beyond  that  covered  by  the  employees'  contributions  and  the 
return  on  investments.  This  should  have  a  salutary  effect 
toward  attaching  full  cost  to  the  benefits  being  provided.  If 
matching  contributions  are  to  be  maintained,  then  it  becomes 
essential  -  as  in  any  other  plan  -  that  benefit  levels  be 
adjusted  from  time  to  time  to  reflect  what  the  contributions 
will  purchase.  It  is  also  necessary  to  give  careful  considera- 
tion to  investment  policy  in  order  to  attain  the  best  possible 
yield. 

Similar  problems  are  found  in  other  public  sector  plans.  The 
matching  contribution  principle  occurs  in  the  PSSF  by  Section  10  of  the 
Act  and  in  the  case  of  01ERS  by  practice  rather  than  by  legal  require- 
ment. Under  CMERS  the  board  fixes  the  contribution  rate  for  employees 
from  time  to  time  based  on  the  amount  recommended  by  the  actuary  to 
cover  current  service  cost  and  special  payments.  The  OMERS  Brief  (123) 
states:  "In  practice,  so  far  employee  and  onployer  contribution  share 
has  been  equal." 

Mr.  Cooper  in  his  report  comments  unfavourably  on  the  matching 
contribution  principle: 
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"...if  the  actuarial  assumptions  are  to  be  realistic,  it  is  impera- 
tive that  the  actuaries'  inclination  to  use  current  and  realistic 
assumptions  not  be  inhibited  by  a  constraint  to  equate  employee  and 
employer  current  service  costs." 

Possibly  the  most  unfortunate  use  of  the  matching  contribution 
principle  is  that  under  the  Superannuation  Adjustment  Benefits  Act,  1975 
(SABA).  This  act  created  the  Superannuation  Adjustment  Fund  Account  for 
the  purpose  of  paying  the  indexed  portion  of  pension  benefits  for  public 
sector  plans  designated  under  the  act.  To  date  four  plans  have  been 
designated:  TSF,  PSSF,  I^erson  Eblytechnical  Institute,  and  the  Caucus 
Employees  Retirement  Plan. 

Section  8a)  of  SABA  requires  employees  to  contribute  1  per  cent  of 
salary  to  the  Adjustment  Fund,  and:  "the  anployer  shall  contribute  to 
the  Mjustment  Fund  an  amount  equal  to  the  amount  contributed  under 
clause  a)."  The  act  provides  for  review  of  the  contribution  rates  of 
both  employers  and  employees,  but  provides  that  the  1  per  cent/1  per 
cent  contribution  shall  remain  unchanged  until  at  least  January  1,  1981. 
There  is  no  provision  in  the  act  for  the  payment  of  current  deficiencies 
out  of  Consolidated  Revenue  as  we  find  in  the  TSF  and  the  PSSF. 

The  actuarial  valuation  of  the  TSF  as  at  Decenber  31,  1978  reveals 
that  already  there  are  unfunded  liabilities  in  this  fund  as  it  applies 
to  teachers.     The  report  states: 

"Escalation 

In  1975,  the  automatic  escalation  of  teachers'  pensions  in  accord- 
ance with  changes  in  the  Consumer  Price  Index  was  introduced. 
However,  this  change  vras  made  by  enacting  a  new  law,  the  Super- 
annuation Adjustment  Benefits  Act.  Special  contributions,  which 
are  currently  at  the  rate  of  1%  of  salary,  are  paid  by  all  teachers 
into  a  separate  fund,  the  Superannuation  Adjustment  Benefits  Fund. 
The  Province's  matching  1%  contribution  is  also  paid  into  the 
S.A.B.  Fund  and  escalation  benefits  are  paid  frcm  that  Fund.  As  a 
result,  the  escalation  benefits  and  the  contributions  earmarked  for 
those  benefits  v/ere  not  taken  into  account  in  our  valuation  of  the 
Superannuation  Fund. 

If  the  escalation  benefits  were  provided  by  the  Superannuation  Fund 
and  financed  in  the  same  manner  as  all  other  benefits  of  that  Fund, 
then  the  required  contributions  and  the  unfunded  liability  would  be 
substantially  higher  than  the  results  given  in  this  report." 

The  Ccxnmission  has  oanmented  elsewhere  (see  Volume  II,  Chapter  9 
and  later  in  this  chapter)  on  the  fact  that  the  scheme  of  SABA  offends 
the  funding  principles  of  the  Pension  Benefits  Act  and  that  it  should  be 
abolished.  It  is  mentioned  here  as  an  example  of  the  inappropr lateness 
of  a  fixed  matching  contribution  principle. 


75 


The  Commission  therefore  recommends  tJiat: 

The  principle  of  "matching  contributions"  in  all  public  sector 
plans  providing  defined  benefits  be  abandoned,  and  that  legislation 
and  established  policies  setting  contributions  on  a  matching  basis 
in  such  plans  be  amended  so  that  contribution  rates  reflect  the 
true  cost  responsibilities  under  the  plan. 


LEGISLATIVE  AMENDMENTS  REQUIRED 

It  should  be  noted  here  that  abolition  of  the  matching  contribu- 
tion principle  is  linked  with  the  principle  that  all  public  sector 
pension  plans  should  be  subject  to  the  Itension  Benefits  Act.  It  is  not 
sufficient  merely  to  adopt  this  principle  in  general.  The  specific 
acts  outlining  the  plan  provisions  as  in  the  case  of  the  Teachers' 
Superannuation  Act  and  the  Public  Service  Superannuation  Act  will  have 
to  be  amended  extensively. 

In  addition  to  plan  amendments,  the  legislation  which  empowers  a 
government  agency  to  establish  a  pension  plan  should  be  amended  to 
provide  specifically  that  the  plan  established  under  that  statutory 
authority  is  subject  to  the  Pension  Benefits  Act.  If  by  interpretation, 
the  Crown  and  its  agents  are  not  bound  unless  so  stated  in  an  act  then 
the  Pension  Benefits  Act  should  be  amended  to  state  specifically  that 
the  Crown  and  its  agencies  and  the  municipalities  are  bound  for  all 
pension  plans  by  all  the  aspects  of  the  Pension  Benefits  Act,  rather 
than  binding  the  Crown  indirectly  through  the  definition  section  of  that 
act. 

The  Commission  therefore  recommends  that: 

The  Pension  Benefits  Act  be  amended   to   specifically   bind  the 

Crown  in  the  right  of  Cntario,   its  Crown  agencies,    its  agents,  its 

boards  and  commissions,   and  its  municipalities   to  comply  with  the 
provisions  of  the  Pension  Benefits  Act. 


EXISTENCE  CP  THE  FUND 

The  concept  of  funding  implies  the  segregation  of  monies  to  cre- 
ate a  fund.  Ihe  fund  is  invested  and  the  proceeds  of  the  investments 
are  added  to  the  original  fund  assets  all  with  a  view  to  accumulating 
the  amount  required  to  pay  all  the  promised  benefits  vAien  they  become 
payable.  Segregation  of  the  monies  from  those  of  the  employer  is  a 
cardinal  principle  under  tlie  Pension  Benefits  Act  for  all  plans  in  the 
private  sector  for  the  protection  of  employees  against  loss  of  the 
fund.  Identification  of  plan  assets  through  a  fund  also  permits  easy 
identification  of  investment  proceeds.  Most  public  sector  plans  also 
utilize  a  fund  v^ich   is   segregated   from   the  employer's  assets.      The 
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notable  exceptions  are  the  PSSF,  lARA,  and  the  Superannuation  Adjustment 
funds.  Although  TSF  and  CMERS  hold  non-marketable  debentures  of  the 
Province  of  Ontario,  the  evidence  of  debt  is  sufficient  to  support 
the  concept  of  t±ie  existence  of  a  fund.  However  the  degree  of  real 
segregation  is  at  issue.  The  desirability  of  such  investment  procedures 
will  be  considered   in  detail    in  the  next  chapter. 

The  PSSF  is  a  fund  created  under  the  act  constituted  as  set  out  in 
Section  5(2): 

"Ihe  Fund  consists  of  the  moneys  paid  in  by  contributors  and  the 
moneys  credited  to  the  Fund  out  of  the  Consolidated  Revenue  FUnd  or 
otherwise  in  accordance  with  law,  less  the  moneys  paid  out  under 
this  Act." 

The  act  further  provides  for  interest  on  the  FUnd: 

"5.(4)     Interest  shall  be  credited  at  the  close  of  each  fiscal  year 

to  the  Fund  out  of   the   Consolidated   Revenue   Fund   at  a  rate  and 

in  a  manner  to  be  determined  from  time  to  time  by  the  Lieutenant 
Governor  in  Council." 

The  fund  is  not  segregated  physically  from  the  Consolidated  Revenue 
Fund  of  the  Province  of  Ontario.  It  is  reflected  as  a  balance  in  the 
hands  of  the  Treasurer  of  Ontario  and  is  known  as  the  Public  Service 
Superannuation  Fund  Account.  It  appears  in  the  financial  accounts  of 
the  province  as  a  credit  to  pension  funds  under  Trust  Administration 
F\inctions  of  the  Statement  of  Non-Budgetary  Transactions.  Note  6  to  the 
Financial  Statements  with  the  Public  Accounts,    1978-79  states: 

"The  Province  of  Ontario  maintains  accounts  within  the  Consolidated 
Revenue  Fund  for  all  contributions  and  interest  earnings  less 
pension  payments  for  both  the  Public  Service  Superannuation  Fund 
and  Legislative  Assembly  Retirement  Allowances  Account.  The 
amounts  recorded  by  the  Province  are  essentially  the  sole  assets  of 
these  pension  plans." 

In  the  Commission's  opinion  the  Public  Service  Superannuation 
Fund  should  be  established  immediately  as  a  fund  separate  from  the 
Consolidated  Revenue  Fund  and  the  Treasurer's  Accounts.  The  employees 
are  entitled  to  have  their  monies  segregated  and  also  to  have  the  em- 
ployer's money  placed  in  a  fund  for  investment,  ftice  a  separate  fund  is 
created,  an  investment  policy  can  be  undertaken  v^ich  will  result  in 
real  assets,  providing  financial  security  for  the  fund  as  v^ll  as  a  pool 
for  capital  investment  apart  from  the  control  of  the  province.  However 
painful  the  initial  readjustment  might  be,  the  Commission  believes 
that  such  a  step  is  essential  for  an  awareness  of  pension  cost  by  both 
employer  and  employee  and  for  the  confidence  of  employees  and  the  public 
in  the  security  of  the  plan. 
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Ihe  Commission  t±ierefore  recommends: 

That  the  Public  Service  Superannuation  Fund  (PSSF)  be  established 
as  a  separate  fund  apart  from  the  Consolidated  Revenue  Fund  and 
the  Treasurer's  Account  with  an  initial  unfunded  liability  as  of 
January  1,  1965  on  Vi^ich  interest  only  is  payable  pursuant  to 
Section  1(13)  of  the  Pension  Benefits  Act  regulations,  with  all 
other  initial  unfunded  liabilities  or  experience  deficiencies  to  be 
amortized  by  special  payments  in  the  usual  way  under  the  Pension 
Benefits  Act. 

A  similar  provision  should  be  made  for  the  Legislative  Assem- 
bly plan  if  it  is  to  be  brought  under  the  Pension  Benefits  Act  as 
recommended . 


FUNDING  CF    INDEXED  BENEFITS 

The  general  problems  relating  to  the  funding  of  indexed  benefits 
were  discussed  in  Volume  II,  Chapter  9.  Desirability  of  indexing  in 
periods  of  high  inflation  has  created  much  discussion  and  some  re- 
sentment in  the  private  sector  v\^ere  anployers  have  been  reluctant  to 
undertake  any  automatic  indexing.  The  Commission's  consumer  survey 
shov^ed  however  that  there  was  little  desire  on  the  part  of  those  in 
the  survey  sample  to  cut  back  indexing  for  public  servants;  rather  the 
emphasis  was  towards  requiring   indexing   in  all  onployment  pension  plans. 

Once  the  indexing  of  benefits  becanes  part  of  the  promised  pension, 
then  the  question  of  the  funding  must  be  addressed.  As  v/e  have  seen  in 
Chapter  2,  not  all  public  sector  plans  are  indexed  in  some  fashion 
(HOOPP  has  no  inflation  adjustment).  Many  are  adjusted  on  an  ad  hoc 
basis  (Hydro  has  regular  ad  hoc  adjustments).  The  most  visible  of 
the  indexed  pension  plans  are  the  PSSF  and  the  TSF  which  provide  for 
automatic  indexing  up  to  8  per  cent  a  year,  paid  fran  contributions  into 
a  separate  indexing  fund. 

The  Superannuation  Adjustment  Benefits  Act 

On  July  18,  1975  the  Superannuation  Adjustment  Benefits  Act, 
1975,  (SABA)(1)  came  into  force  "to  provide  superannuation  adjustment 
benefits  to  persons  in  receipt  of  pensions  payable  out  of  pension  funds 
indirectly  out  of  the  Consolidated  Revenue  Fund."  The  act  applies  only 
to  pension  plans  designated  by  the  regulations  under  the  act.  To  date 
four  plans  have  been  so  designated: 

Teachers'  Superannuation  Fund,  August  30,    1975 
Public  Service  Superannuation  Fund,   December  15,    1975 
Ryerson  Bolytechnical  Institute,  July  27,    1977 
Caucus  Elnployees  Ftetira-nent  Plan,   December  29,   1977 
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The  act  provides  for  indexing  to  the  Consumer  Price  Index  for 
Canada  for  the  year  ending  September  30th  to  the  extent  of  8  per  cent. 
Any  increase  beyond  8  per  cent  can  be  carried  over  to  other  years  in 
which  the  increase  in  the  CPI  is  less  than  8  per  cent.  The  adjustment 
is  cumulative   from  year  to  year. (2) 

The  act  requires  a  contribution  of  1  per  cent  of  salary  from 
every  employee  who  contributes  to  a  designated  plan.  A  like  amount  is 
contributed  by  tlie  employer.  (3)  "Employer"  is  defined  as  the  employer 
within  the  meaning  of  the  pension  plan. (4) 

The  Superannuation  Mjustment  Fund  set  up  under  the  act(5)  is  held 
by  the  Treasurer  of  Ontario  as  a  separate  account  in  the  accounts  of 
Ontario,  and  receives  the  contributions  from  all  the  designated  plans. 
A  separate  account  is  maintained  for  each  plan.  Interest  is  credited 
annually  at  a  rate  determined  by  the  Lieutenant-Governor  in  Council  from 
time  to  time.  For  the  years  1978-79  the  PSSF  rate  was  9.81  per  cent  for 
net  anounts  on  deposit  with  the  Consolidated  Revenue  FUnd  for  a  minimum 
of  10  years;  for  the  TSSF,  9.95  per  cent,  15  years  minimum;  for  Ryerson 
and  Caucus  Einployees,   10.06  per  cent  with  a  20-year  minimum. 

The  act  segregates  employees  who  have  not  made  contributions, 
usually  retired  or  terminated  employees,  from  those  who  have  made  con- 
tributions to  the  Flind.  Ihose  v^o  have  nade  at  least  one  contribution 
are  entitled  to  payment  out  of  the  Fund.  Those  vho  have  not  contributed 
are  entitled  to  the  same  adjustment  but  it  is  paid  by  the  employer  and 
not  out  of  the  Flmd .  ( 6 ) 

In  1979,  payments  for  PSSF  pensioners  for  indexing  quite  apart  from 
those  vho  contributed  under  SABA,   were  as  follows: 

(Millions  of  dollars) 

Indexing  of  k)asic  benefits  11.13 

Indexing  of  ad  hoc  adjustments  3.04 

14.17 

There  is  no  provision  for  paying  adjustments  directly  from  the  pension 
fund,  and  therefore  these  indexing  costs  are  borne  fully  by  the  employer 
-  in  the  case  of  the  PSSF,    from  the  Consolidated  Revenue  Fund. 

Added  to  these  indexing  costs  are  the  ad  hoc  adjustments  made  to 
pensions  prior  to  1975  for  the  same  groups  of  anployees,  which  are  also 
paid  out  of  the  Consolidated  Revenue  Fund.  These  ad  hoc  adjustment 
payments  amounted   to  $8.9  million  in  1979. 

Taken  together,  additional  payments  for  indexing  and  ad  hoc  adjust- 
ments  in  1979   for    the  PSSF   totalled   $23.07  million  paid   out  of   the 
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Consolidated  Revenue  Fund,  or  1.86  per  cent  of  payroll.  In  the  TSF  the 
same  kinds  of  payments  are  made;  they  appear  to  be  about  double  the  PSSF 
amounts,  but  are  about  the  same  percentage  of  payroll. 

Cash  Flow  Projections  for  the  Adjustment  Funds 

Contributions  to  the  Fund  of  1  per  cent  from  each  of  the  employee 
and  the  anployer  are  provided  for  expressly  in  the  act,  and  no  change  in 
the  rate  may  be  made  before  January  1,    1981.(7) 

The  design  of  the  Fund  retains  the  principle  of  matching  contri- 
butions. The  fixed  rate  of  these  matching  contributions  raises  the 
question  of  v\4iether  the  true  cost  of  indexing  is  actually  being  funded. 
Keith  Cooper  reports: 

"Cash  flow  projections  performed  by  the  Chief  Actuary  for  the 
Ontario  Government  using  two  sets  of  inflationary  assumptions,  one 
grading  from  7.2%  in  1977  down  to  4%  in  1991  and  later  and  the 
other  assuming  8%  inflation  throughout,  developed  the  following 
results  for  the  Public  Service  Superannuation  Adjustment  Fund  and 
the  Tteachers'   Superannuation  Adjustment  Fund: 


Graded 

Inflation 

8%  Inflation 

PSSAF 

TSAF 

PSSAF    TSAF 

1. 

Year  Cash  Flow  First 

Negative 

1986 

1987 

1985     1987 

2. 

Year  of  Maximum  Fund 

1989 

1991 

1986     1988 

3.     Year  Fund  First  Negative  1996  1999  1992  1995 


'"Ihe  calculations  assumed  a  stable  population  throughout  and  were 
based  on  an  assumed  investment  rate  of  return  for  new  investments 
of  8%  for  15  years  and  6%  thereafter.  The  salary  scale  and  the 
graded   inflation  scale  used  are  set  out  below: 
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Graded 

Year 

Salary  Scale 

Inflation  Scale 

1977 

6.00 

7.20 

1978 

7.00 

7.25 

1979 

8.00 

7.00 

1980 

8.00 

6.75 

1981 

7.00 

6.50 

1982 

6.75 

6.25 

1983 

6.50 

6.00 

1984 

6.25 

5.75 

1985 

6.00 

5.50 

1986 

5.75 

5.25 

1987 

5.50 

5.00 

1988 

5.25 

4.75 

1989 

5.00 

4.50 

1990 

4.75 

4.25 

1991  and 

later     4.50 

4.00 

"These  projections  provide  a  picture  of  vhat  the  possible  prognosis 
for  these  funds  will  be.  Obviously,  the  present  1%  contribution 
rate  will  have  to  increase.  The  problem  is  somewhat  similar 
to  that  of  the  Canada  Pension  Plan  v^rtiere  current  beneficiaries 
are  reaping  a  windfall  at  the  expense  of  future  generations  of 
workers. .. .Discussions  with  the  Chief  Actuary  for  the  Ontario 
Government  indicates  that  a  study  now  being  completed  for  the 
Ontario  Treasury  Ministry  suggests  that  the  current  service  index- 
ing costs  will  be  about  7%  of  earnings  for  the  PSSAF  and  TSAF  or 
about  5%  of  earnings  above  the  present  contribution  level." 

Fran  the  above  projections  it  is  clear  that  the  rates  of  contribu- 
tion will  have  to  increase  substantially  in  1981  to  fund  the  adjustments 
on  the  same  basis  as  for  other  pension  benefits.  Section  2a  of  the 
Pension  Benefits  Act  regulations  provides  that  such  escalation  adjust- 
ments need  not  be  prefunded  so  long  as  current  payouts  are  covered  as 
current  service  cost.  However  if  the  indexed  benefits  are  not  prefunded 
there  are  serious  cost  consequences  for  the  future.  The  matching  con- 
tribution principle  means  that  the  government  nay  not  be  in  a  position 
to  pay  the  full  current  service  cost  unless  contribution  rates  are 
increased  by  regulation.  Some  pensioners  are  now  receiving  a  large 
benefit  for  almost  no  contribution.  Pensioners  in  later  years,  if 
inflation  continues  at  high  rates,  run  the  risk  of  the  fund  running 
out,  with  the  employees  refusing  to  continue  to  pay  contribution  rates 
sufficient  to  keep  the  fund  solvent.  However  appealing  the  thought  of  a 
pension  indexed  at  8  per  cent  for  a  1  per  cent  contribution,  the  issue 
of  the  true  cost  must  be  faced.  It  is  highly  questionable  to  require  a 
contribution  from  an  employee  for  a  scheme  v\hich  involves  so  little 
security.     On  the  other  hand,    if  government  sees   itself   in  the  position 
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of  making  up  any  shortfall  in  later  years,  then  the  appropriate  changes 
should  be  made  now  in  the  statute,  the  benefit  funded  and  the  true  cost 
revealed  to  the  taxpayers.  The  scheme  is  contrary  to  the  principle  of 
the  Pension  Benefits  Act  in  not  segregating  the  Fund  or  funds  from  the 
Consolidated  Revenue  Fund. 

The  Commission  has  made  its  position  clear  (see  Volume  II,  Chapter 
9  on  Funding)  that  all  inflation  adjustments  should  be  funded  in  the 
same  way  as  other  benefits,  v*iether  provided  in  the  public  or  the  pri- 
vate sector.  Ihe  reasons  for  funding  in  the  public  sector  in  the  case 
of  the  Superannuation  A3justment  Benefit  Fund  are  both  for  cost  control 
and  security,  since  the  governinent  is  not,  in  this  scheme,  agreeing  to 
pay  any  deficits  which  may  arise. 

If  the  government  as  employer,  in  the  four  plans  now  designated 
under  SABA,  wishes  to  provide  automatic  indexing  to  a  cap  of  8  per  cent 
it  should  be  obliged  to  face  the  true  cost  of  such  a  benefit  and  it 
may  also  require  the  employee  to  pay  a  portion  of  that  true  cost.  In 
this  way  the  employee,  the  employer  and  the  taxpayer  can  judge  the 
advisability  and  affordability  of  the  benefit.  The  judgment  is  to  be 
made  by  those  parties  and  not  by  tliis  Commission.  The  Commission  merely 
makes  reference  to  consideration  of  the  need  for  indexing  taking  into 
account  other  sources  of  retirement  income  which  are  fully  indexed,  the 
proposed  participating  annuity  option,  and,  as  discussed  in  a  later 
chapter,  the  relationship  between  public  and  private  sector  employee 
benefits. 

The  Commission  therefore  limits  its  recommendations  to  the  method 
of  paying  for  indexing  and  does  not  recommend  that  all  adjustment  should 
cease.  The  repeal  of  SABA  would  end  entitlement  for  adjustinent,  but  it 
is  contemplated  that  the  entitlement  would  be  continued  by  incorporation 
into  the  separate  legislation  or  plan  document  of  the  four  designated 
plans. 

The  Commission  therefore  recommends  that: 

The  Government  of  Ontario  take  immediate  steps  to  phase  out  the 
Public  Service  Superannuation  Adjustment  Fund  (PSSAF),  the  Ryerson 
Adjustment  Fund,  the  Caucus  Employees  Adjustment  Fund,  and  the 
Teachers'  Superannuation  Adjustment  Fund  (TSAF)  and  in  due  course 
repeal  the  Superannuation  Adjustment  Benefits  Act.  In  the  interim, 
payments  for  adjustment  should  continue  out  of  the  four  adjustment 
funds  with  all  payments  to  cease  at  Eecember  31,  1981  and  all  funds 
from  the  contributions  by  employees  and  the  government  as  employer 
to  be  transferred  to  the  Public  Service  Superannuation  Fund,  the 
Ryerson  Pension  Fund,  the  Caucus  Ehiployees  Itetirement  Fund,  and  the 
Teachers'  Superannuation  Fund  respectively  as  of  that  date.  Any 
unfunded  liabilities  created  by  this  change  should  be  treated  as 
initial  unfunded  liabilities  and  be  amortized  over  15  years  in  the 
respective  funds. 
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BDSt- retirement  adjustments  for  persons  \a*io  retired  before  January 
1,  1976  and  ^^tlo  are  receiving  pDst- retirement  adjustments  out  of 
the  Consolidated  Revenue  Funds  of  Ontario,  continue  on  the  present 
basis. 

In  the  case  of  ad  hoc  adjustments  made  in  public  sector  plans  on  a 
regular  basis  but  outside  the  pension  plan  itself,  the  Government 
of  Ontario  take  steps  to  bring  such  payments  within  the  framework 
of  the  pension  plan  for  cost  identification  purposes. 

The  Government  of  Ontario  take  no  steps  to  adopt  terminal  funding 
for  post- ret ironent  adjustments  or  to  extend  the  use  of  supplemen- 
tary adjustment  funds  for  the  purpose  of  providing  post- retirement 
adjustments  outside  the  funding  provisions  of  the  Pension  Benefits 
Act. 

Although  the  Commission  opposes  the  adjustment  fund  approach,  it 
wishes  to  put  forward  some  specific  recommendations  for  these  funds  if 
the  Government  of  Ontario  is  not  prepared   to  abolish  them,   namely: 

If  indexing  is  to  continue  on  the  basis  that  it  is  paid  out  of  a 
separate  fund  contributed  to  by  government  and  employees  on  an 
equal  basis: 

a)  the  indexing  promise  is  to  be  changed  from  the  present  8  per 
cent  cap  with  carry-over,  so  that  the  government  responsibility 
is  limited  to  its  1  per  cent  contribution  to  the  SABA  fund; 

b)  the  SABA  fund  should  be  operated  on  a  pay-as-you-go  basis  with 
each  anployee  being  clearly  warned  that  adjustments  can  be  imde 
only  to  the  extent  of  the  fund,  and  that  they  may  not  receive 
an  adjustment  v\hen  they  retire; 

c)  consideration  should  be  given  to  making  participation  in  this 
fund  voluntary  for  the  employee; 

d)  that  this  approach  not  be  extended   to  the  private  sector. 

In  the  Commission's  opinion,  the  full  cost  of  indexed  benefits, 
vrfiether  fully  funded,  pay-as-you-go  or  regular  ad  hoc,  should  be  de- 
termined and  considered  in  assessing  the  burden  which  the  government 
assumes  for  pension  benefits  for  public  sector  employees. 


PUBLIC  SECTOR  STUDY  -  COMPARISON  OF   FUNDING  OF   PUBLIC   SECTOR  PLANS 

The  public  sector  study  clearly  illustrates  the  difficulties  pres- 
ent in  comparing  existing  public  sector  funding  policies  and  practices 
and  hence  costs.  Ihe  following  canments  are  based  on  the  data  assembled 
by  Dr.   Kelly  and  set  out  in  Volume  VII  of  this  report. 
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(It  should  be  noted  that  in  his  treatment  Dr.  Kelly  vqs  attempting 
to  isolate  the  payments  which  vere  required  to  be  made  by  the  employer 
for  all  purposes  of  the  pension  plan  except  for  administrative  expense, 
and  to  express  the  total  of  these  payments  as  a  percentage  of  pension- 
able payroll.  The  results  are  set  out  in  Tables  8.1-8.5  of  the  data 
in  Volume  VII.  The  terms  "contributions"  and  "costs"  as  used  in  the 
tables  are  not  entirely  precise  as  far  as  actual  contributions  and  total 
employer's  cost  are  concerned.) 

Enployer  Contributions 

Employee  contributions  are  fairly  stable;  increases,  if  any,  are 
generally  made  at  the  time  a  major  new  benefit  is  introduced.  Employer 
contributions,  except  in  noney-purchase  plans,  vary  from  year  to  year 
since  they  reflect  amortization  payments  covering  that  portion  of  the 
unfunded  liability  v\*iich  is  not  covered  by  onployee  contributions.  In 
addition  to  deficiencies  caused  by  large  salary  increases  or  benefit 
changes,  they  are  also  affected  by  investment  returns  and  valuation 
methods  and  assumptions. 

Higher- than-average  contributions  could  be  due  to: 

-  costly  benefit  provisions  with  lower-than-average  employee 
contributions,   e.g..   Hydro  and  WCB  Plans; 

-  closed  plans  with  high  average  age/service  introducing  major 
benefit  enrichment  and  incurring  large  past  service  costs,  e.g., 
Toronto  Civic  Employees  and  Firefighters  Plans; 

-  inadequate  actuarial  assumptions  in  the  previous  valuation  v*iich 
have  to  be  corrected  in  the  current  valuation,  e.g.,  assuming  a 
lower  rate  of  increase  in  salaries  relative  to  investment  return 
than  was  actually  experienced; 

-  conservative  actuarial  assumptions,  e.g.,  assuming  a  higher 
long-term  rate  of  increase  in  salaries,  relative  to  investment 
return,   than  is  reasonable   (resulting   in  a  fund  surplus); 

-  the  actuarial  method  used  to  determine  plan  liabilities:  valu- 
ation methods  such  as  level  premium  result  in  higher  estimated 
liabilities  (and  costs)  than  those  which  take  account  of  accrued 
benefits  only.  The  PSSF,  the  TSF,  the  WCB,  and  a  small  number 
of  municipal  and  university  pension  plans  are  valued  on  a  level 
premium  basis. 

lower-than-average  contributions  could  be  due  to: 

-  poor  benefit  provisions; 


84 


-  long  service  required  for  vesting,  and  high  turnover  of  non- 
vested  anployees; 

-  actuarial  assumptions  v^*^ich  are  not  conservative  (which  would 
subsequently  lead  to  higher-than-average  costs  because  of 
required  deficiency  payments); 

-  a  valuation  method  which  takes  no  account  of  future  service, 
particularly  in  a  relatively  new  plan  with  a  young  wDrk-force. 

Year-to-year  fluctuations  in  contributions  are  accounted  for  by 
seme  of  the  factors  mentioned  above,   and  by: 

-  the  introduction  of  new  benefits  and/or  extensions  of  coverage 
entailing  large  past  service  costs; 

-  variations  in  escalation  payments,  if  these  are  financed  on  a 
pay-as-you-go  basis; 

-  changes  in  actuarial  assumptions,  method  or  data  base; 

-  changes  in  the  amortization  schedule  of  special  payments  to  suit 
the  plan  sponsor's  budget  requiranents. 

For  all  of  these  reasons,  comparisons  of  costs  between  plans  have 
to  be  viewed  with  considerable  caution  and  it  is  very  difficult,  unless 
there  is  one  obviously  dominant  factor,  to  draw  conclusions  as  to  why 
costs  in  one  plan  are  higher  than  those  in  another  or  even  to  explain 
Vi^y  costs  have  risen  in  a  particular  plan. 

With  few  exceptions,  the  Public  Sector  Study  questionnaire  provided 
adequate  information  on  historical  amounts  of  employee  and  employer 
contributions.  Unfortunately,  in  many  instances,  efforts  to  relate  the 
contributions  to  the  earnings  of  the  plan  members  v/ere  unsuccessful  due 
to  the  absence  of  comparable  data  on  the  covered  payroll. 

In  a  majority  of  plans  (18  of  34)  the  employer's  cost  in  1977 
was  less  than  8  per  cent  of  pensionable  payroll,  though  the  heaviest 
concentration  was  in  the  6-9.9  per  cent  range.  In  three  plans, 
employer  cost  was  far  in  excess  of  any  others.  These  were  the  ONTC 
plan,  in  v\*iich  the  employer's  cost  was  20.2  per  cent  of  pensionable 
payroll,  including  deficiency  payments  of  15.7  per  cent;  the  Ibronto 
Firefighters'  Plan,  in  \4iich  the  enployer's  cost  amounted  to  21.6  per 
cent,  including  deficiency  payments  of  14.1  per  cent;  and  the  City  of 
Tbronto  Civic  Employees'  Plan,  to  v^ich  the  employer  paid  26.5  per  cent 
including  deficiency  payments  of  19.5  per  cent.  The  latter  two  are 
closed  plans  v*iich  have  incurred  large  past  service  costs  as  a  result  of 
benefit  improvements.  Ihe  high  ONTC  costs  would  appear  to  be  explained 
by  the  employer's  adherence  in  recent  years  to  a  relatively  low  current 
service  contribution  rate  of   4.5  per  cent,    a  rate   that  has  obviously 
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been  supported  in  actuarial  valuations   but  which   has   resulted    in   in- 
creasingly high  deficiency  payments. 

Among  the  major  plans,  Ontario  Hydro  had  the  highest  anployer  cost 
in  1977,  as  in  most  years  since  1971,  amounting  to  15.5  per  cent  of 
pensionable  payroll.  The  basic  provisions  of  the  Hydro  Plan  are  much 
the  same  as  those  in  other  major  public  sector  plans,  but  employee 
contributions  are  lower.  For  the  TSF,  employer  cost  amounted  to  13.7 
per  cent  in  1977,  an  amount  which  can  be  attributed,  in  part,  to  in- 
adequate actuarial  assumptions  in  previous  valuations  and  resulting 
large  deficiency  payments.  For  the  PSSF  the  figure  was  9.9  per  cent. 
In  HOOPP,  the  employer  cost  in  1977  was  7.7  per  cent,  a  figure  that 
actually  seems  quite  high  considering  the  high  termination  rates  in  the 
plan,  the  fact  that  no  cost-of-living  adjustments  have  been  made,  and 
that  costs  do  not  include  projected  service.  Einployer  cost  in  OMERS  is 
in  the  neighbourhood  of  7  per  cent. 

A  conparison  of  cost  figures  received  in  the  study  questionnaire 
for  21  plans  which  provided  data  back  to  1971  shows  that  in  13  of  these 
plans,  employer  cost  rose  between  1971  and  1977  while  in  the  others  it 
declined.  In  four  of  the  major  plans,  employer  cost  rose:  from  6.2  to 
7.7  per  cent  in  HOOPP;  from  8.6  to  13.7  per  cent  in  the  TSF;  from  9.2 
to  9.9  per  cent  in  the  PSSF;  and  fran  14.2  to  15.5  per  cent  in  Hydro. 
Further  consideration  of  these  figures  is  undertaken  in  the  chapter  on 
costs. 


ASSETS  AND  LIABILITIES 

The  estimated  liabilities  of  pension  plans  are  affected  by  tlie 
actuarial  methods  and  assumptions  used  in  the  valuations.  The  effect  of 
differences  in  actuarial  methods  is  illustrated  by  a  comparison  of  PSSF 
liabilities  in  1976  when  calculated  on  an  accrued  benefit  projected 
basis  and  on  a  level  premium  basis.  In  the  first  case,  the  plan's 
liability  vould  have  been  $1,562.3  million,  and  in  the  second  case  (the 
basis  actually  used  for  valuation)  it  was  $2,617.8  million  -  a  figure  67 
per  cent  higher.  In  order  to  show  liabilities  on  the  same  basis  for  all 
final  average  plans  in  the  Ontario  Public  Sector,  the  accrued  benefit 
projected  nethod  has  been  used  throughout  in  the  tables  that  follow. 
(These  figures  are  not  necessarily  tlie  same  as  those  in  Keith  Cooper's 
report  since  the  method  used   in  the  assessment  is  somewhat  different.) 

Although  this  adjustment  removes  one  of  the  obstacles  to  meaningful 
canparison  of  liabilities,  it  does  not  eliminate  all  of  them.  First, 
use  of  the  accrued  benefit  projected  method  does  not  resolve  the  problem 
of  meaningful  canparison  of  the  liabilities  of  final  average  versus 
updated  career  average  plans.  In  many  career  average  plans,  even  where 
benefits  are  updated  regularly,  actuarial  valuations  of  such  plans  do 
not  necessarily  take  future  salaries  or  service  into  account,  with  the 
result  that  a  final  average  plan  providing  tlie  same  benefits  could   have 
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valuations  showing   liabilities  15  to  30  per  cent  higher  tJian  a  regularly 
updated  career  average  plan. 

Secondly,  and  of  wider  significance,  is  the  problem  of  adjusting 
for  differences  in  actuarial  assumptions  underlying  plan  valuations. 
ScHTie  differences  in  actuarial  assumptions  reflect  such  factors  as  the 
employer's  investment  policy  and  personnel  practices,  while  other  dif- 
ferences tend  to  be  nore  subjective.  In  any  case,  these  differences  can 
have  a  considerable  effect  on  estimated  liabilities.  For  example. 
Dr.  Kelly  notes  that  in  a  final  average  plan,  an  assumption  of  a  5  per 
cent  long-terro  investment  yield  and  a  5  per  cent  rate  of  increase  in 
salaries  wDuld  result  in  liabilities  (and  required  contributions)  close 
to  50  per  cent  higher  than  an  assumed  8  per  cent  investment  return  and  a 
5  per  cent  increase  in  salaries. 

Table  2  shows  the  assets  and  liabilities  of  the  20  largest  public 
sector  plans,  ranked  by  size  of  fund.  In  most  of  the  plans,  including 
the  five  major  ones,  the  figures  for  both  assets  and  liabilities  are 
given  as  of  December  31,  1977  or  December  31,  1978.  In  other  plans,  the 
figures  are  given  for  an  earlier  date  in  1977,  vAiile  in  some  the  dates 
to  v^ich  the  figures  relate  do  not  coincide,  the  assets  generally  being 
shown  as  of  Decemter  31,  1977  and  the  liabilities  as  of  six  to  twelve 
months  earlier.  Viiere  the  figures  are  taken  as  of  the  same  date,  the 
ratio  of  assets  to  liability  is  shown,  using  tlie  higher  of  book  or 
market  value  in  cases  v*iere  botli  values  are  available.  Dr.  Kelly  noted 
that  in  general,  there  was  very  little  difference  between  the  book  and 
market  value  figures,  usually  no  mare  than  2  or  3  per  cent.  The  major 
exception  was  Ontario  Hydro,  in  which  the  market  value  of  the  fund  was 
9.6  per  cent  higher  tlian  the  book  value. 

Table  2,  taken  fran  the  public  sector  study,  is  based  on  answers  to 
the  questionnaire.  It  is  useful  in  that  it  attempts  a  comparison  of  a 
large  number  of  public  sector  plans  on  some  consistent  basis.  The 
Canmission  has  not  relied  entirely  on  the  information  in  tlie  table  since 
more  precise  actuarial  assessment  reveals  discrepancies  in  some  of  the 
figures.  For  example,  the  Workmen's  Compensation  Board  had  assets 
written  up  in  the  actuarial  valuation  of  $73.5  million  and  liabilities 
of  $54.8  million  resulting  in  a  ratio  of  134  or  a  surplus  funding  posi- 
tion. However  the  oanparisons  are  helpful,  within  their  limitations,  in 
obtaining  an  overall  picture  of  assets  and  liabilities  of  public  sector 
plans  and  also  in  showing  the  difficulties  in  comparing  public  sector 
plans  fran  information  sources  currently  available. 
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As  l&ble  2  shows,  the  ratio  of  assets  to  liabilities  varies  widely, 
ranging  from  less  than  50  per  cent  in  the  Metro  Toronto  Civic  Plan 
(v^^ich,  as  noted,  had  deficiency  payments  amounting  to  19.5  per  cent  of 
pensionable  payroll  in  1977)  to  96.5  per  cent  in  the  City  of  Ottawa 
plan. 

The  doninance  of  the  five  major  plans  is  indicated  by  the  fact  that 
these  accounted  for  80  per  cent  of  the  assets  and  81.5  per  cent  of  the 
liabilities  of  all  public  sector  plans  (excluding  money-purchase  plans, 
in  v*iich  liabilities  by  definition  are  equal  to  the  assets  on  hand, 
and  a  few  small  plans  for  v^Aiich  information  was  not  obtained).  These 
figures,  it  must  be  stressed,  are  no  more  than  approximations  since  - 
apart  from  differences  in  the  way  liabilities  are  calculated  -  this 
calculation  ignores  differences  in  the  dates  to  which  the  assets  and 
liability  figures  relate.  The  figures,  however,  give  sane  impression  of 
the  relative  importance  of  the  major  plans. 

Subject  to  the  same  qualifications,  I^le  3  provides  an  indication 
of  the  magnitude  of  assets  and  liabilities  by  sub-sector  and  for  the 
public  sector  as  a  vvhole.  Ihe  influence  of  the  nejor  plans  is  evident 
in  variations  in  the  ratio  of  assets  to  liabilities  between  sub-sectors. 

Table  3 

Ontario  Public  Sector  Assets  and  Liabilities  by  Sub-sector,  1977(a) 


Ratio  of 

Assets 

Liabilities 

assets/1 iabil i t ies 

($ 

millions) 

($ 

millions) 

(Per  cent) 

Provincial  government 

1,347.2 

1,866.5 

72.2 

Municipal  government 

1,684.6 

1,909.9 

88.2 

Health 

659.7 

757.2 

87.1 

Provincial  utilities 

957.7 

1,158.3 

82.7 

Ek3ucation 

2,960.2 

4,747.0 

62.4 

Total 


7,609.4 


10,438.9 


72.9 


a     Figures   are   for   the  end   of   December  1977  as   far  as   these   were 

available.     See  detailed  data  in  I^ble  2. 
Source     Royal  Commission  on  the  Status  of  Etensions  in  Ontario,   "Ontario 
Public  Sector  Pension  Plan  Data." 

Actuarial  Valuations 

Several  comments  were  expressed  to  Dr.  Kelly  about  actuarial 
valuation  methods  and  assumptions  and  their  implications. 

Ihe  OTF  stated  that  it  was  extremely  concerned  about  the  different 
assunptions  used  by  different  actuaries  and  about  changes  in  assuirptions 
from  aie  valuation  to  another.  Ihe  teachers  said  they  would  not  change 
the  current  assumptions  used   for   their  plan;   they  make   the  plan  more 
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conservative  and  perhaps  safer.  Hovsiever,  if  the  assumptions  used  in  the 
latest  (1975)  valuation  had  been  the  same  as  those  used  in  1972,  the 
plan's  unfunded  actuarial  liability  would  have  been  one-half  billion 
dollars  less.  In  a  supplementary  document,  the  OTF  noted  that  the 
change  in  actuarial  assumptions  in  1975  increased  pension  costs  by  20 
per  cent,  and  it  was  estimated  that  the  1972  modifications  in  assump- 
tions increased  pension  costs  by  about  30  per  cent.  Ihus,  within  a  span 
of  a  few  years,  it  was  deemed  appropriate  to  assess  the  future  cost  of 
teachers'   pensions  at  a  50  per  cent  higher  level. 

The  supplementary  document  submitted  by  the  OTF  pointed  out  that 
benefits  for  teachers'  service  to  date  are  close  to  being  fully  funded 
and  that  this  financial  position  of  the  fund  has  continued  to  improve 
in  recent  years.  It  noted,  too,  that  there  was  no  actuarial  agreement 
that  funds  like  the  TSF  ought  to  aim  for  full  funding  of  their  pension 
obligations  by  tlie  time  contributors  reach  retirement.  The  pension 
security  of  Ontario's  teachers  rests  ultimately  on  the  provincial  gov- 
ernment's ability  to  pay  the  amount  by  which  current  benefits  exceed 
current  revenues  from  teacher  contributions.  Ihe  primary  purpose  of  an 
actuarial  valuation  is  therefore  to  obtain  a  fair  measure  of  the  future 
tax  burden  on  Ontario  residents.  lb  date,  the  OTF  added,  the  fund  has 
been  a  source  of  financial  support  to  the  provincial  government,  and 
cash  flow  projections  for  tlie  next  decade  indicate  that  revenue  from 
teacher  contributions  will  continue  to  be  more  than  sufficient  to  meet 
the  fund's  total  outflow. 

Other  employee  groups  which  expressed  views  on  the  subject  of 
actuarial  valuations  were  OCUFA,  the  University  of  Toronto  Faculty 
Association,  and  CUPE.  OCUFA  maintained  that  the  failure  of  actuarial 
assunptions  to  match  with  reality  was  a  matter  of  concern,  v\rtiile  the 
University  of  Ibronto  Faculty  Association  stated  that  it  would  like  to 
see  variations  in  the  degree  of  optimism  used  in  actuarial  projections 
about  fund  performance  and  salary  increases,  and  an  attempt  at  some 
form  of  impartial  test  valuation.  CUPE  noted  that,  in  the  past,  the 
assumptions  used  by  actuaries  had  not  been  subjects  of  contention.  But 
since  these  assumptions  have  a  tremendous  effect  on  the  costing  of 
pension  plans,  it  was  expected  that  they  would  be  negotiable  in  the 
future.  It  added  that  steel  and  auto  vorkers  unions  had  negotiated  the 
actuarial  assumptions  of  pension  plans  in  the  past  and  that  currently 
there  was  a  strike  in  the  United  States  because  of  a  disagreement  about 
the  assumptions  used  -  the  disagreement  being  over  a  difference  of  about 
1/4  per  cent  in  the  interest  rate. 

A.W.  Reeve,  Executive  Director  of  CMERS,  stated  that,  despite  all 
the  explanations  given  by  the  actuaries,  there  was  a  strong  feeling 
that  pension  plans  are  currently  over  funded.  For  example,  in  OMERS, 
there  vere  47,000  employees  v*io  had  retired  or  otherwise  withdrawn  from 
the  pension  plan  but  only  2,000  to  3,000  were  receiving  any  sort  of 
pension.  The  rest  had  just  taken  their  money  back.  Mr.  Reeve  added  that 
there  v^as  no  study  available  showing   the  accuracy  of  past  valuations    in 
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predicting  reality,  and   it  might  be  that  some  special  mcx3el   was   needed 
in  order  to  be  able  to  predict  the  future  better. 

Plan  Valuation  and  Liabilities 

Employees  in  the  Ontario  public  sector  are  members  of  tlie  following 
broad  categories  of  plans:  final  average  salary  -  95.5  per  cent;  up- 
dated career  average  -  3  per  cent;  money-purchase  -  1.5  per  cent. 

Final  average  plans  -  because  their  costing  must  take  into  account 
future  salary  increases  -  present  the  greatest  challenge  to  the  actuary, 
and  offer  tlie  naximum  opportunity  for  judgment  and  innovation  in  select- 
ing and  applying  assumptions   (see  Volume  II,   Chapter  9). 

Career  average  plans  are  less  difficult  to  cost,  since  their 
benefits  are  based  on  known  earnings  -  that  is,  up  to  the  time  of  the 
valuation.  Where  such  a  plan  is  updated,  on  a  regular  or  a  once-only 
basis,  it  becomes  in  effect  a  final  average  plan  (at  least  temporarily) . 
Ihe  actuary's  task  is  not  rendered  more  difficult,  however,  since  the 
salary  base  for  accrued  benefits  is  simply  raised  from  one  known  level 
to  another,  more  current  level.  Compared  with  a  final  average  plan,  the 
valuation  results  will  show  a  significant  difference.  Because  an  up- 
dated career  average  plan  nakes  no  explicit  pranise  of  future  updating, 
the  actuary  need  not  make  any  assumptions  involving  the  likelihood  or 
magnitude  of  future  salary  increases.  In  this  way,  an  updated  career 
average  plan  may  show  a  distinctly  lovi^r  cost  at  any  given  time  than  a 
final  average  plan,  and  at  the  same  time  produce  equivalent  levels 
of  benefit.  Costs  in  the  longer  run  should  favour  the  final  average 
arrangement;  but  tlie  deferral  of  cost  under  a  career  average  plan  may  be 
attractive  to  sane  onployers. 

Since  final  average  pension  formulas  generally  appeal  to  enployees, 
their  higher  immediate  cost  has  not  prevented  their  being  widely  adopted 
-  in  the  private  as  v^ell  as  the  public  sector.  Einployee  satisfaction  is 
not  always  based  on  the  same  perception  of  these  types  of  plan,  hov^ver. 
OMERS  members,  for  instance,  have  expressed  some  dissatisfaction  with 
the  recent  change  from  a  career  average  to  final  average  benefits.  Many 
feel  that  the  former  provided  a  higher  benefit  at  a  lower  contribution 
rate. 

Money-purchase  plans,  by  their  nature,  are  fully  funded  and  need  no 
comment. 

Valuation  Assumptions 

Forty-six  valuations  were  reviewed,  covering  all  plans  in  the 
Ontario  public  sector  tliat  are  not  money-purchase  plans. 

"Hiese  valuations  v/ere  made  by  fourteen  different  actuarial  firms, 
and  the  assuirptions  varied  considerably.      Examples   of   some  of   the  as- 
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sunptions  relating  to  salary  and  interest,  withdrawals  and  projections 
of  the  Year's  Maximum  Pensionable  Earnings  under  the  CPP  illustrate  the 
extent  of  these  variations. 

There  were  wide  variations  in  assumptions  for  inflation  in  both 
investment  return  and  salary  projections.  The  average  figures  were 
about  4-1/2  per  cent  for  salaries  and  6  per  cent  for  investment  return. 
Other  valuations  used  differentials  of  1  per  cent,  or  0  per  cent. 

Withdrawal  rates  assumed  can  make  a  significant  difference  in 
liability  calculations,  particularly  when  the  accrued  tenefit  method  is 
used.  Some  valuations  based  these  rates  on  age  alone,  some  on  age  and 
service,  sane  on  tables  not  directly  related  to  the  experience  of  the 
plan,   and  sane  took  no  account  of  withdrawals. 

The  rate  of  the  YMPE  increase  is  established  by  legislation;  yet  at 
one  end  of  the  scale  there  were  assumptions  of  12-1/2  per  cent  for 
years  to  1980  or  1983  and  4  to  5  per  cent  thereafter,  and  at  the  other, 
assurrptions  of  0  to  5  per  cent  for  all  years  frcm  1977. 

There  were  other  differences  in  the  assumptions  used,  but  the  above 
examples  will  show  that  the  liability  figures  shown  in  Table  2  give  only 
a  very  general   indication  of  the  obligations  of  these  plans. 

Book  and  Market  Value  of  Assets 

The  ratio  of  funding  to  liabilities  was  also  not  given  on  a  con- 
sistent basis:  some  pension  plans  indicated  that  the  market  value 
of  assets  vas  not  available,  vs^iile  others  showed  market  values  (see 
Table  2).  This  did  not  affect  the  funded  ratio  of  the  Public  Service 
Superannuation  Fund  or  the  Tfeachers'  Superannuation  Fund,  but  it  could 
have  significantly  affected  the  funded  ratio  of  all  other  plans,  es- 
pecially if  assets  were  valued  on  the  basis  of  capitalized  values  for 
fixed   inccme  assets. 


MANAGEMENT  BCARD  GUICELINES 

Disparities  in  funding  methods  and  actuarial  assumptions  were  of 
concern  to  the  government  before  the  appointment  of  this  CCTtimission.  An 
attempt  \vqs  made  to  bring  sane  consistency  to  the  valuation  of  public 
sector  plans  by  developing  guidelines  in  consultation  with  the  actuaries 
of  the  five  major  plans.  These  guidelines  were  approved  by  Management 
Board  in  November,  1976.  They  v^re  intended  to  apply  first  to  the  five 
major  plans  and  to  be  amended  in  the  light  of  experience  before  being 
applied  to  other  plans  in  the  public  sector.  The  complete  text  of  the 
Guidelines  is  printed  as  ^pendix  B  to  Keith  Cooper's  report  in  Volume 
VII. 
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The  guidelines  require:  complete  disclosure  of  all  pertinent 
facts;  valuations  based  on  projected  as  well  as  accrued  benefits;  and 
ten-year  cash  flow  projections  using  short-term  assumptions  which  are 
realistic  in  each  case  -  rather  than  relatively  realistic  as  a  package, 
which  often  applies  to  long-term  assumptions.  The  Public  Service  and 
Teachers'  pension  plans  have  already  modified  their  computer  data  banks 
and  programs  to  meet  the  guideline  requirements,  and  it  is  anticipated 
that  the  other  major  plans  will  do  so. 

As   is  noted   in  the  preamble  to  the  guidelines: 

"The  guidelines  for  the  valuation  of  public  sector  pension  plans  do 
not  attempt  to  establish  the  basis  for  tiie  triennial  pension  plan 
valuation  required  under  the  provisions  of  the  Ontario  Pension 
Benefits  Act.  "Ihey  are  intended  to  provide  the  basis  for  a  common 
approach  to  the  valuation  of  pension  plans  related  to  the  Ontario 
public  sector." 

Such  guidelines  are  the  first  step  towards  some  consistent  policy. 
At  the  other  end  of  the  spectrum  is  the  approach  of  the  U.S.  Department 
of  labour  \^^ich  has  proposed  changes  requiring  uniformity  for  actuarial 
reports  filed  annually  by  onployee  benefit  plans.  The  proposed  changes 
include : 

(i)  a  requirement  that  actuaries  use  only  one  method  to  report 
the  present  value  of  accrued  benefits; 

(ii)  a  requirement  to  indicate  the  actuarial  methods  and  assump- 
tions used;  and 

(iii)  a  requirement  to  report  the  present  value  of  vested  benefits 
and  accrued  non-vested  benefits  based  on  current  compensa- 
tion levels  and  entitlements. 

The  Commission  would  adopt  a  middle  course  between  these  two 
approaches.  It  rejects  the  idea  of  only  one  method  for  reporting.  It 
has  recommended  that  the  public  sector  plans  use  one  of  two  methods, 
recognizing  that  cost  control  may  require  a  choice.  It  would  go  further 
than  the  guidelines,  however;  it  vvould  lay  down  specific  requirements 
for  the  valuation  of  public  sector  pension  plans  under  the  Pension 
Benefits  Act,  and  would  apply  those  requirements  immediately  for  all  the 
plans.  Areas  not  covered  by  specific  requirements  should  be  covered  by 
guidelines  similar  to  those  of  Management  Board,  particularly  for  an 
ongoing  assessment  of  the  funding  status  of  the  plans  and  their  cost. 
Reconmendations  for  these  guidelines  are  set  out  in  Chapter  5  (Present 
and  Future  Costs). 

The  Commission  reconmends  for  all  public  sector  pension  plans  as 
applicable  that: 
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Ihe  Pension  Benefits  Act  and  regulations  be  amended  to  require 
that  all  pension  plans  in  the  public  sector  having  assets  of  $150 
million  or  more  file  an  annual  actuarial  valuation  with  the  Pension 
Commission  of  Chtario  within  nine  months  of  the  fiscal  year  end  of 
the  plan. 

Ihe  Government  of  Ontario  take  immediate  steps  to  place  all  public 
sector  pension  plans  on  the  same  fiscal  year  end  and  to  oo-ordinate 
the  filing  of  actuarial  valuations  so  that  those  plans  reporting 
triennial ly  will  all  report  for  the  same  period. 

For  actuarial  valuations  of  all  public  sector  plans,  a  basis 
for  actuarial  assumptions  be  prescribed  as  follows,  with  the 
assumptions  derived  from  such  basis  to  be  subject  to  the  approval 
of  the  Pension  Ccmmission  of  Oitario: 

a)  the  investment  rate  of  return,   setting  out  separately: 

(i)  the  inflation  rate  forecast  for  pension  purposes  by  the 
Treasurer  of  Ontario; 

(ii)       the  real  rate  of  return; 

(iii)  the  risk  factor,  provided  that  v^ere  the  fund  is  in- 
vested in  Canada  or  Ontario  debt  instruments  no  risk 
factor  be  taken  into  account;  where  the  fund  is  invested 
in  other  market  securities,  all  factors  to  apply;  where 
the  fund  is  invested  in  both  categories  of  investment, 
the  applicable  rate  be  applied  to  the  appropriate 
portion  of  the  fund; 

b)  the  salary  scale,  setting  out  separately: 

(i)  the  inflation  rate,  being  the  same  as  that  used  for  the 
invesbnent  rate  of  return; 

(ii)   merit  increases; 

(iii)  productivity; 

c)  the  YMPE  set  for  the  year  by  Canada  Pension  Plan  legislation, 

and  that  decremental  assumptions  for  mortality,  disability,  and  termi- 
nations be  assessed  against  actual  experience  every  three  years  for  each 
of  the  PSSF,  TSF,  HOOPP,  Hydro,  and  such  others  which  become  large 
enough  to  produce  significant  results,  and  that  such  assumptions  be  set 
by  the  plan  actuary  taking  into  account  such  actual  experience,  and  that 
for  this  purpose  a  regular  demographic  forecast  be  undertaken  by  the 
Government  of  Ontario  for  each  plan,  and  data  maintained  for  assessing 
the  experience  of  the  plan  against  the  forecast. 
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The  Ccsimission  is  not  in  favour  of  removing  from  the  judgment  of 
the  actuary  areas  \^here  judgment  is  clearly  needed .  It  does  however 
seek  to  remove  areas  of  inconsistency  such  as  those  found  in  varying 
inflation  rates  between  rates  of  investment  return  and  salary  projec- 
tions and  in  use  of  a  YMPE  other  than  those  set  by  legislation.  It 
should  be  noted  that  the  interest  rate  as  such  would  not  be  fixed  under 
the  Commission's  reconmendations;  rather,  the  inflation  element  of  the 
rate  would  be  fixed.  It  seems  to  the  Ccanmission  that  the  Treasurer  is 
in  the  best  position  to  make  a  forecast  of  the  inflation  element  to  be 
used  for  all  public  sector  plans.  The  overall  interest  rate  determined 
for  the  plan  by  the  actuary  would  continue  to  be  subject  to  the  approval 
of  the  Pension  Caimission  of  Cntario. 

CTice  the  funding  patterns  of  the  public  sector  plans  are  put  on  a 
more  consistent  footing,  both  for  the  individual  plan  and  for  all  the 
plans,  it  will  be  possible  to  achieve  a  more  realistic  assessment  of  the 
cost  of  the  plans  than  has  hitherto  been  possible. 
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NOTES 

(1)  The  Superannuation  Adjustment  Benefits  Act,  1975, 
1975  Statutes  of  Ontario,  Chapter  82. 

(2)  Ibid.,  section  4. 

(3)  Ibid.,  section  8. 

(4)  Ibid.,  section  1(1)(a). 

(5)  Ibid.,  section  10. 

(6)  Ibid.,  section  11. 

(7)  Ibid.,  section  13(2). 
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Chapter  4 


Investment 


INTRODUCTION 

Funding  and  investment  go  hand  in  hand  in  pension  planning.  The 
assets  accumulated  by  contributions  required  by  the  funding  pattern  are 
invested  to  create  further  assets  to  pay  the  eventual  benefits .  Because 
public  sector  plans  have  adopted  the  same  funding  techniques  as  private 
sector  plans,  return  on  investments  has  ccme  under  scrutiny  by  both  the 
public  and  the  plan  members.  Investment  performance  affects  the  cost 
for  the  taxpayer,  and  security  and  potential  benefit  improvements  for 
plan  members. 

The  practice  of  crediting  "special  accounts"  in  the  Consolidated 
Revenue  Fund  and  the  use  of  non-negotiable  debentures  to  represent 
assets  have  been  criticized  on  the  ground  that  investment  returns  are 
below  the  level  which  could  be  reasonably  expected  from  market  invest- 
ment. The  Commission  therefore  examined  both  practices  and  yields  in 
public  sector  plans. 


CURRENT  INVESTMENT  PRACTICES 

A  discussion  of  pension  fund  investment  practice  in  the  Ontario 
public  sector  must  begin  by  drawing  a  t>asic  distinction:  all  plans  have 
investments,  and  most  plans  invest  like  private  sector  plans  -  that  is, 
in  financial  market  instruments.  Some  hold  only  non-marketable  debt 
instruments  of  the  province.  Not  all  plans  are  totally  in  one  category 
or  the  other.  CMERS  started  out  by  investing  only  in  non-marketable 
debentures,  but  in  recent  years  has  begun  to  diversify  its  portfolio  and 
is  gradually  beginning   to  look  and  act  more  like  a  private  sector  plan. 
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For  those  plans  that  invest  through  financial  markets,  there  is  a 
further  division:  most  of  the  smaller  plans  fund  through  insurance 
company  guaranteed  annuities  or  deposit  administration  plans.  These 
insured  or  partly-insured  plans  cover  only  a  small  proportion  of  the 
persons  covered  in  public  sector  plans,  although  about  one-third  of  the 
plans  are  in  this  category.  The  only  large  plans  to  use  this  approach 
are  the  two  pension  plans  of  the  Lfriiversity  of  Western  Ontario,  which 
had,  in  total,  more  than  70  per  cent  of  the  assets  invested  in  this 
manner  by  public  sector  plans. 

The  investment  of  the  pension  fund  assets  falls  within  one  of 
the  following  categories:  non-marketable,  market,  and  deposits  with 
insurance  companies. 

Non-market  Investing 

The  Public  Service  Superannuation  Fund,  the  Legislative  Assembly 
Retirenent  Allowances,  and  the  Teachers'  Superannuation  Fund  are  now 
the  only  plans  to  use  this  approach  exclusively.  (Funds  under  the 
Superannuation  Adjustment  Benefits  Act  are  also  handled  this  way) . 
Nevertheless,  these  funds  loon  so  large  in  terms  of  the  public  sector 
and  as  a  proportion  of  all  Province  of  Ontario  debt  that  they  warrant 
close  consideration.   The  assets  of  these  funds  are  included   in  T^le  1. 

As  at  March  31,  1979,  the  province's  accounts  showed  a  liability  of 
$1,551  billion  in  respect  of  the  PSSF,  compared  with  $1,324  billion  a 
year  earlier.  This  shows  simply  as  an  account  within  the  Consolidated 
Revenue  Fund,  and  no  further  segregation  of  the  assets  of  this  fund 
occurs.  Interest  is  credited  to  this  accounting  entry  amount  at  rates 
determined  by  the  Treasurer.  That  interest  rate  has  risen  steadily. 
In  1965  the  rate  was  4.8  per  cent.  Annual  deposits  thereafter  earned  5 
per  cent  until  1971  when  they  rose  to  6  per  cent.  In  1973  a  formula  was 
set  for  the  fund  which  provided  that  interest  credited  on  annual 
deposits  wDuld  equal  the  vieighted  average  yield  of  new  bonds  issued  by 
or  guaranteed  by  the  province  in  Canadian  dollars  during  the  fiscal 
year.  The  effect  of  this  formula  was  that  by  1976  the  return  on  the 
total  fund  had  risen  to  7.6  per  cent  and   it  will  be  much  higher  by  now. 

The  other  plan  v^ich  uses  this  book  entry  approach  is  the  Legisla- 
tive Assembly  Retirement  Allowances.  As  at  March  31,  1979,  this  account 
stood  at  $16  million,  compared  with  $12  million  a  year  earlier. 

These  two  funds  and  the  SABA  funds  do  not  really  exist  as  separate 
entities  in  terms  of  having  actual  investments  over  v>^ich  the  fund  has 
any  control.  The  Tteachers'  Superannuation  Fund  is  different  in  that  it 
does  have  actual  holdings  of  special  Ontario  debt  instruments.  As  at 
December  31,   1978,    its  portfolio  stood  as  follows: 
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Thousands  of  dollars 
Province  of  Oitario  debentures  at  cost: 

6%  due  November  1,  1982 

6%  due  November  1,  1987 

6%  due  November  1,  1992 

8.57%  due  May  1,  1996 

8.57%  due  November  1,  1996 

8.57%  due  January  1,  1997 

8.57%  due  March  30,  1997 

7.86%  due  May  1,  1997 

7.86%  due  November  1,  1997 

7.86%  due  January  1,  1998 

8.06%  due  April  2,    1993 

8.06%  due  I^y  1,  1993 

8.06%  due  October  1,    1993 

8.06%  due  November  1,  1993 

8.06%  due  January  1,  1994 

8.39%  due  ^^pril  1,  1999 

8.39%  due  my  1,  1999 

8.39%  due  September  30,  1999 

8.39%  due  November  1,  1999 

8.39%  due  January  1,  2000 
10.04%  due  May  1,  1995 
10.04%  due  November  1,  1995 
10.04%  due  January  1,  1996 
10.11%  due  May  1,  2001 
10.11%  due  November  1,  2001 
10.11%  due  January  1,  2002 
10.11%  due  February  1,  2002 
10.11%  due  March  1,  2002 
10.11%  due  March  31,  2002 

9.82%  due  May  1,  2002 

9.82%  due  November  1,  2002 

9.82%  due  January  1,  2003 

9.82%  due  January  1,  2003 

9.82%  due  March  30,  2003 
Deposits  with  the  Province  of  Ontario  to  be  used 
in  purchasing  Province  of  Ontario  debentures 

Accrued  interest 


Source  Tteachers'  Superannuation  Commission,  Report  to  Contributors  for 
year  ended  December  31,  1978. 


$ 

74,200 

176,000 

454,500 

18,000 

74,000 

18,000 

62,000 

25,500 

84,500 

9,500 

50,000 

32,000 

5,000 

92,000 

16,000 

2,600 

46,000 

40,000 

117,000 

80,500 

50,000 

119,500 

28,000 

59,000 

74,000 

132,000 

10,500 

17,500 

41,500 

62,000 

80,000 

230,000 

108,000 

1 

8,000 

1 

187,719 

2,685,019 

63,022 

$ 

2,748,041 
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Using  these  year-end  1978  data  and  ccmparing  them  with  the  Public 
Accounts  three  nonths  later,  v^e  find  that  Ontario  debt  instruments  held 
by  the  Teachers'  Superannuation  Fund  formed  about  28  per  cent  of  the 
outstanding  net  debt  of  the  province.  Adding  in  the  amounts  stated  as 
owing  to  the  PSSF  and  lARA  at  that  date,  approximately  45  per  cent  of 
the  debt  of  the  province  was  owed  to  these  three  funds. 

OMERS  is  a  special  case.  From  January  1,  1963  to  December  1, 
1974,  all  investments  viere  in  non-marketable  Oitario  debentures.  From 
January  1,  1975  to  December  31,  1978,  investments  viere  in  marketable  and 
non-marketable  securities.  Since  then  all  funds  have  been  invested  in 
the  open  market. 

At  December  31,  1978,  CMERS  held  $1,293  billion  in  non-marketable 
debentures  (vsiiich  vould  have  represented  about  13  per  cent  of  outstand- 
ing net  debt  of  the  province).  Average  term  of  the  debt  was  21  years, 
and  the  average  interest  rate  was  9.07  per  cent. 

Market  Investing 

Some  large  pension  plans,  university  pension  funds,  and  those 
with  independent  investment  management  policies  invest  in  conventional 
fashion;  that  is,  the  funds  hold  marketable  bonds,  short-term  deposits, 
stocks,  and  mortgages.  Not  all  funds  invest  in  all  these  asset  classes, 
but  most  have  the  kind  of  diversification  characteristic  of  private 
sector  plans  generally. 

Ihe  Oitario  Itydro  plan  showed  a  market  value  portfolio  at  December 
31,    1978  of  $992  million,   with  the  following  approximate  distribution: 


Per  cent 

Bonds 

27 

Stocks 

31 

Mortgages  and  real  estate 

29 

Other 

13 

The  Hospitals  of  Ontario  Pension  Plan  had  $775.75  million  market 
value  at  the  same  date,  of  which  the  approximate  distribution  was  as 
follows : 

Per  cent 

Bonds  46 

Cash  and  accrued  items                       4 

Stocks  32 

Mortgages  18 

HOOPP  and  %dro's   asset  mixes  were   typical  of  private   sector  plans' 
asset  mixes  at  that  time. 
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Of  the  other  major  public  sector  plans,  the  universities  (except 
the  University  of  Western  Ontario)  invest  in  diversified  portfolios,  in 
most  cases  using  professional  investors  to  manage  their  portfolios. 
Asset  mixes  vary  depending  on  the  willingness  of  individual  plans  to 
invest  in  equities  but,  as  a  group,  the  universities  invest  in  much  the 
same  way  as  private  sector  plans.  The  Workmen's  Compensation  Board  in 
its  December  31,  1978  report  showed  a  $73  million  portfolio  at  book 
value,  with  bonds  representing  about  73  per  cent,  mortgages  12  per  cent, 
and  stocks  15  per  cent. 

Funds  which  invest  in  the  market  have  independent  investment 
management  policies,  exercised  either  tlirough  in-house  groups  or  insti- 
tutional investment  managers.  Thirty-three  funds  in  this  category  are 
included   in  T^ble  1. 

Deposits  with  Insurance  Conpanies 

This  category  includes  the  assets  of  most  of  the  smaller  plans  and 
a  few  large  ones.  T^le  1  includes  data  on  plans  v»^ich  have  only  part 
of  their  funds   invested  with   insurance  oompanies. 

Table  1  shows  the  amount  and  percentage  distribution  of  investments 
in  each  sub-sector  by  type  of  investment  instrument,  as  of  December  1977 
or  latest  available  date.  The  table  covers  all  the  larger  plans  in  each 
sub-sector,  and  the  figures  come  close  to  representing  100  per  cent  of 
all  plan  investments.  The  classification  by  investment  instrument  had 
to  be  made  in  some  cases  on  the  fc>asis  of  arbitrary  assumptions,  since 
the  records  of  some  plans  provided  much  less  detail  than  others  or  were 
classified  on  a  different  basis  than  specified  in  the  public  sector 
study  questionnaire.  Generally,  the  broader  the  classification  (e.g., 
debt,  equity,  mortgages,  short-term  investments)  the  more  accuracy  may 
be  assumed. 

The  dominant  feature  of  the  table  is  the  large  proportion  of 
the  fund  portfolios  accounted  for  by  Ontario  Treasury  deposits  or 
non-marketable  provincial  debentures  in  the  various  sectors:  provincial 
government  (95  per  cent);  municipal  government  (56  per  cent),  and 
education  (84  per  cent).  In  the  health  and  provincial  utilities  sub- 
sectors,  which  are  not  subject  to  investment  restrictions  by  specific 
legislation,  a  higher  proportion  of  funds  is  invested  in  bonds  than  in 
other  instruments  -  43.5  and  35.5  per  cent  respectively.  There  is 
little  difference  between  the  two  in  the  proportion  invested  in  equities 
-  29  and  32  per  cent  respectively  -  but  the  health  sub-sector  has  a 
significantly  lower  percentage  of  its  assets  in  the  form  of  mortgages 
and  real  estate,  and  a  much  higher  proportion  in  short-term  investments 
and  cash  on  hand.  The  distribution  of  investments  in  all  sub-sectors, 
excluding  Ontario  Treasury  deposits  and  non-marketable  provincial 
debentures,  shows  44.7  per  cent  invested  in  debt  instruments,  27.3  per 
cent  in  equities,   23.6  per  cent  in  mortgages   and   real   estate,    3.6  per 
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cent  in  short-term   investments  and  cash  on  hand,    and    .8  per  cent   in 
other  instruments. 


INVESTMElSrr  YIELDS 

The  public  sector  study  asked  plan  sponsors  to  provide  information 
on  investment  yields  for  each  of  the  last  ten  years,  for  both  book  and 
market  values,  taking  into  account  investment  and  interest  income, 
including  capital  gains  and  losses,  less  administration  and  other  ex- 
penses. Although  few  plans  were  able  to  provide  this  information  for 
each  of  the  ten  years,  and  most  were  unable  to  give  yields  on  both  a 
book  and  market  value  basis,  it  is  possible  to  show  average  annual 
yields  on  one  basis  or  tlie  other  for  20  plans  over  the  period  1972-77 
and  for  another  eight  plans  over  other  recent  periods  of  four  to  five 
years.  For  HOOPP,  figures  vtere  obtained  on  both  a  market  and  book  value 
basis  for  the  1972-1977  period. 

As  indicated  in  Table  2,  plans  in  v^^iich  yields  are  expressed  on  a 
book  value  basis  showed  higher  rates  of  return  between  1972  and  1977 
than  those  in  v^ich  the  yields  are  calculated  on  the  basis  of  market 
value.  Wiile  none  of  the  13  plans  using  the  book  value  method  showed 
rates  of  return  below  5.5  per  cent,  six  of  the  nine  using  the  market 
value  method  showed  lower  yields.  Basically,  this  reflects  the  slump  in 
market  values  in  1973-1974.  Ihe  significance  of  differences  in  approach 
is  illustrated  by  HOOPP,  which  showed  a  book  value  yield  of  6.4  per  cent 
and  a  market  value  return  of  5.3  per  cent. 

In  plans  v^iiich  gave  yields  for  periods  beginning  after  1972,  the 
average  annual  returns  were  somevAiat  higher,  presumably  because  of  the 
rising  new  money  rates  after  1972.  Eterhaps  indicative  of  this,  the  TSF, 
which  is  subject  to  investment  constraints  similar  to  those  for  the 
PSSF,  showed  an  average  annual  return  of  7.6  per  cent  over  the  period 
1973-1977  canpared  with  an  average  yield  of  6.9  per  cent  for  the  PSSF 
over  the  period  1972-1977.  Other  factors,  however,  could  also  have  a 
bearing  on  relative  yields,  such  as  growth  in  active  plan  membership  and 
in  the  number  of  pensioners,  both  of  which  affect  the  amount  of  new 
money  available  for   investment. 


105 


Book 

value 

Market  value 

(Per 

cent) 

4.3 
5.2 
5.3 
5.3 

Table  2 

Ontario  Public  Sector,  Average  Annual  Investment  Yields,  Selected  Plans, 

1972-1977 


York  University 

Brock  University 

Kitchener-Waterloo  ifospital 

Queen's  University 

City  of  Ibronto  Fironen  5.5 

McMaster  University  Contributory  Plan  5.5 

Ontario  Stockyards  Board  5.5 

City  of  Tbronto  Civic  5.8 

University  of  Vfeterloo  5.9 

University  of  Guelph  6.0 

Workmen's  Compensation  Board  6.1 

Ontario  Hydro  6.3 

Hospitals  of  Ontario  Pension  Plan  6.4  5.3 

Ontario  Educational  Communications  Authority  6.6 

Oitario  Northland  Transporation  Conmission     6.8 

City  of  Ottawa  6.8 

Public  Service  Superannuation  Fund  6.9 

Nipissing  University  College  7.2 

Borough  of  York  8.1 

Ontario  Minicipal  Employees  Retirement 

System  8.3 

Hospital  for  Sick  Children  6.2 

1972-1976 
Kingston  General  Hospital  8.5 

Toronto  Transit  Conmission  13.0 

1973-1977 
McMaster  University  ISbn-contributory  Plan  6.5 

University  of  Ibronto  6.7 

Teachers'  Superannuation  Fund  7.6 

1974-1977 
F^erson  Bolytechnical  Institute  8.7 

Colleges  of  ^plied  Arts  and  Technology       9.0 
Wilfrid  Laurier  University  12.9 

Source  RDyal  Cowiission  on  the  Status  of  Pensions  in  Ontario,  "Ontario 
Public  Sector  Pension  Study  Cata." 
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How  vfell  do  the  public  sector  plans  do  as  investors?  Ihis  question 
was  frequently  raised  at  Oommission  hearings  and  in  briefs  received  from 
plan  members,   retirees,   and  unions. 

Direct  oanparisons  of  fund  performance  with  that  of  pension  funds 
in  the  private  sector  are  likely  to  be  impossible,  or  at  least  mis- 
leading. Fbr  instance,  funds  whose  assets  are  based  on  non-marketable 
provincial  debentures  or  simply  accounting  entries  do  not  lend  them- 
selves to  performance  comparisons  with  plans  using  conventional  invest- 
ments. Interestingly,  published  data  for  tlie  former  show  yields  in  the 
raid-1970s  well  in  excess  of  those  generally  reported  by  private  sector 
plans,  whose  performance  was  severely  affected  by  a  sharp  cyclical 
attrition  in  the  market  value  of  stocks  and  bonds. 

Comparisons  based  on  data  produced  by  various  commercial  measure- 
ment services  is  possible  only  where  a  particular  fund  can  be  valued 
at  market  prices.  Even  those  public  sector  funds  v»^ich  invest  in  the 
open  market  generally  do  not  make  public  their  rates  of  return  on  a 
comparative  basis.  Their  statements  show  investment  income,  from  which 
rates  of  return  may  be  calculated,  but  these  are  misleading  even  for 
marketable  bond  portfolios  unless  price  changes  are  shown;  they  can  be 
very  misleading  for  portfolios  with  significant  equity  content.  The 
sharp  rise  in  stock  prices  in  Canada  since  1974  has  been  accompanied  by 
rising  dividends,  but  pension  funds  have  experienced  most  of  their 
investment  returns  through  capital  appreciation,  which  may  not  show  in 
the  "interest  received"  category  at  all,  or  only  if  trading  profits  are 
realized. 

Thus  it  is  impossible  to  draw  any  conclusion  about  tlie  performance 
of  the  public  sector  investments,  except  to  observe  that  asset  mixes 
would  have  been  decisive  in  determining  how  well  the  portfolios  per- 
formed. According  to  A.G.  Becker  (Canada)  Ltd.,  the  median  annual  rate 
of  return  on  the  various  asset  classes  by  Canadian  pension  funds  in  the 
four  years  ending  Decemter  31,    1979  was  as  follows: 

Per  cent 

Bonds  8.3 

Mortgages  10.4 

Canadian  equities  20.1 

Foreign  equities  17. 5 

Total  fund  12.8 

Since  the  median  Canadian  equity  exposure  of  the  funds  in  the 
survey  during  that  period  was  34.4  per  cent  and  the  median  exposure  to 
foreign  equities  was  5.7  per  cent,  the  likely  investment  performance  of 
the  various  public  sector  plans  could  be  derived  from  their  investment 
in  stocks.     On  that  basis,    funds  not  invested    in   the  market  have   been 
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hurt  in  recent  years,   although  this  was  assuredly  not  the   case   in   the 
five  prior  years. 

Interest  rates  on  debentures  held  by  the  TSF  are  related  to  market 
rates  on  new  provincial  borrowings  at  the  time  the  fund  obtains  a  new 
debenture.  This  was  not  always  the  case,  but  the  province  has  made 
extra  payments  to  the  fund  and  unilaterally  raised  the  interest  rates  on 
previously  issued  debt  instruments  in  order  to  make  the  fund's  earnings 
approximate  what  it  could  have  earned  in  the  open  market.  (By  Section 
7(5)  of  the  Teachers'  Superannuation  Act  the  debentures  issued  to  the 
fund  shall  bear  interest  at  a  rate  v^^ich  is  "not  less  than  the  weighted 
average  yield  to  maturity  of  long-term  securities  issued  or  guaranteed 
by  the  Province  payable  in  Canadian  dollars  and  sold  to  the  public  dur- 
ing the  Province  of  Ontario  fiscal  year  next  preceding  the  date  of  the 
debenture.") 

The  most  recent  actuarial  valuation  for  the  TSF  used  an  assumed 
long-term  rate  of  return  for  the  fund  of  7  per  cent;  the  actuary  valued 
the  debentures  held  in  relation  to  this  assumed  yield.  Thus  for  pur- 
poses of  the  valuation,  all  debentures  having  a  coupon  rate  of  less  than 
7  per  cent  were  included  at  a  discounted  value  to  reflect  an  assumed 
yield  of  7  per  cent,  and  those  with  a  higher  coupon  were  valued  at  a 
rate  above  par.  The  effect  of  this  technique  is  that  the  fund  has  not 
suffered  in  recent  years  due  to  nerket  deficiencies  canpared  with  bonds 
held  by  private  sector  plans  and  valued  (by  the  actuary)  at  market. 
Many  private  sector  plans  use  the  same  valuation  technique  as  the  TSF, 
and  their  investment  experience  would  thus  have  corresponded  to  the 
TSF's  in  recent  years  to  the  extent  of  their  holdings  of  long-term 
bonds. 

Since  the  PSSF  uses,  in  effect,  a  similar  technique  for  setting  the 
interest  rate  on  new  deposits,  it  is  probable  that  the  long-term  rate  of 
return  of  the  two  funds  will  be  oanparable.  Why,  then,  does  the  PSSF 
not  use  non-marketable  debentures  to  at  least  formalize  its  situation? 
Officials  in  the  government  advise  that  the  PSSF  practice  is  purely 
historical.  The  legislature  decided  in  1920  that  the  fund  would  be  part 
of  the  Consolidated  Revenue  Fund,   and  the  practice  has  continued. 

The  relevant  question  is  whether  rates  of  return  on  public  sector 
pension  funds  have  been  lower  than  would  have  been  attained  under  a 
different  investment  policy.  In  retrospect,  it  is  always  possible 
to  identify  investment  policies  that  would  have  been  more  profitable 
than  those  vihich  were  followed.  But  it  is  also  possible  to  point  to 
policies  that  wDuld  have  yielded  poorer  returns.  Nevertheless,  there  is 
a  legitimate  question  as  to  whether  the  returns  earned  on  the  PSSF  and 
TSF  have  been  as  high  as  could  reasonably  be  expected,  considering  that 
the  yield  on  Ontario  government  bonds  is  lower  than  that  \4iich  can  be 
earned  on  such  securities  as  corporate  bonds  and  mortgages. 
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In  theory,  the  higher  return  earned  on  the  latter  types  of  invest- 
ment represents  a  "risk  premium"  and  in  the  long  run,  according  to 
theory,  the  net  returns  should  be  the  same.  In  other  words,  say  some 
economists,  it  should  make  no  difference  \Ahat  one  invests  in.  Yet  the 
fact  that,  given  the  opportunity,  pension  plans  do  diversify  their 
investments  and  pay  for  advice  as  to  how  to  do  this  indicates  that  it 
does  matter. 

The  view  that  pension  funds  should  earn  a  return  greater  than 
that  on  the  most  secure  types  of  investment  was  expressed  by  the  late 
Dr.  John  Deutsch  in  his  report  to  the  Federal  Minister  of  Labour  as 
Conutiissioner  of  Inquiry  into  Railway  Efensions  in  December  1973.  Com- 
menting on  what  the  railway  pension  funds  should  be  expected  to  earn, 
Deutsch  concluded   that 

"with  reasonable  investment  expertise,  the  companies  can  he  ex- 
pected to  earn  a  net  rate  of  return  on  new  money  about  one  percent- 
age point  higher  than  the  estimated  long-term  Canada  bond  rate, 
that  is,   a  long-run  rate  of  return  of  8  per  cent." 

In  calculating  this  net  differential,  vshich  translated  into  earnings  14 
per  cent  higher  than  the  projected  long-term  Canada  Bond  rate,  Deutsch 
was  neking  a  reasonable  allowance  for  risk  and  investment  management 
costs.  Since  the  differential  between  long-term  Ontario  government 
bonds  and  long-term  Canada  bonds  has  been  less  than  14  per  cent,  it 
might  be  concluded,  on  the  basis  of  Deutsch 's  view,  that  the  PSSF  and 
TSF  should  be  yielding  a  slightly  higher  rate  of  return  than  they  have 
achieved. 

Current  policy  with  regard  to  the  investment  of  pension  funds 
in  the  PSSF  and  TSF  is  much  the  same  as  that  followed  by  the  British 
Columbia  government.  However,  in  Quebec  and  some  of  the  smaller  prov- 
inces, employee  contributions  are  invested  partly  in  the  private  sector. 
In  its  1978  budget,  the  Ontario  government  indicated  that  the  OMEFIS 
private  investment  program  is  a  prototype  to  be  considered  for  the  TSF 
when  making  a  transition  to  private  market  investment. 


THE  CMERS  EXPERIMENT 

QMERS  is  moving  from  a  totally  passive  approach  of  holding  only 
non-marketable  debentures  to  a  conventional  approach,  with  all  new  cash 
flow  being   invested   in  the  c^n  irerket. 

Although  this  change  only  began  in  1975,  and  although  full  commit- 
ment of  new  cash  flow  to  the  open  market  only  began  in  1979,  the  effects 
are  already  apparent.  By  year-end  1979,  36.9  per  cent  of  the  $2,052 
billion  (book  value)  OMERS  portfolio  was  in  marketable  investments  - 
bonds,  mortgages,  short-term  deposits,  and  real  estate.  The  rapid 
transformation  of  the  asset  mix   is  apparent  when  one   realizes   that   the 
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marketable  securities  cxxnponent  rose  108  per  cent  in  1978  and  131  per 
cent  in  1979,  and  is  projected  to  grow  at  50  per  cent  in  1980  and  40  per 
cent  in  1981. 

Operating  under  the  guidance  of  an  investment  policy  advisory 
board,  the  CMERS  investment  staff  has  built  up  this  portfolio  swiftly 
without  distorting  capital  markets  -  in  part  because  the  equity  invest- 
ments have  been  so  diversified.  Of  the  $142  million  (book  value)  in 
equities  at  December  31,  1979,  $10.1  million  was  in  Canadian  mutual 
funds,  $30  million  in  U.S.  mutual  funds,  $3.6  in  Pacific  (Asian)  mutual 
funds,  $27.6  million  in  individual  U.S.  stocks,  and  just  $65.8  million 
in  individual  Canadian  stocks. 

OMERS  is  being  managed  to  provide  secure  pension  benefits  for  its 
members,  and  the  diversification  of  investments  is  being  undertaken  in 
pursuance  of  that  goal.  As  such,  QIERS  will  be  a  useful  example  if  the 
other  large  public  sector  funds  are  permitted  to  invest  in  marketable 
securities  in  the  same  way  as  private  sector  funds. 

THE  PUBLIC'S   VIEWS  W   INVES1MENT 

Two  unions  were  critical  of  investment  policies  followed  with 
respect  to  public  sector  pension  funds.  Along  with  two  other  employee 
groups,  they  proposed  that  there  be  greater  diversification  of  public 
sector  pension  fund  assets. 

The  Qitario  Public  Service  Employees'  Union  (OPSEU),  contending 
that  the  PSSF  had  been  mismanaged,  noted  that  private  sector  pension 
funds  had  diversified  assets,  and  the  bonds  which  they  held  were  diver- 
sified with  regard  to  their  term  structure.  By  canparison,  PSSF  assets 
were  invested  exclusively  in  25-year  non-marketable  bonds  (sic).  It 
was  the  union's  view  that  the  government  treats  the  public  pension 
funds  as  a  captive  source  of  cheap  capital;  hence,  pension  funds  have 
become  a  dumping-ground  for  low-yield  securities  that  no  one  else  would 
take.  It  added  that  the  lower  risk  of  provincial  bonds  cannot  explain 
the  difference  in  yield.  The  most  secure  mortgages  have  no  greater 
risk  than  provincial  bonds,  but  have  a  higher  yield.  OPSEU  thought 
diversification  should  be  accomplished  through  union  control  of  the 
plan. 

In  its  brief  to  the  Canmission   (Brief  208),   OPSEU  observed: 

"Qie  cannot  but  be  intrigued  by  the  portfolio  composition  of  the 
private  sector  in  contrast  with  the  PSSF.  Unless  it  is  assumed 
that  there  are  serious  irrationalities  or  frictions  constraining 
the  private  sector  fund  managers,  one  must  conclude  that  by  the 
standard  of  private  funds,   the  PSSF  portfolio  is  unbalanced. 

"The  question  of  balance  among  various  maturities  also  warrants 
attention.      In  a  period  of   inflation,  and  especially  in  a  period  of 
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unpredictable  inflation,  pension  funds  try  to  acquire  assets  that 
preserve  their  real  rate  of  return.  Variable  nnortgages  are  one  such 
instrument.  Funds  will  also  increase  their  holding  of  shorter-term 
assets.  Yet  in  the  case  of  the  PSSF  we  witness  a  year-after-year 
policy  of  acquiring  fixed  term  bonds  of  25  years  duration  (sic). 
It  is  unimaginable  that  any  privately  managed  fund  wDuld  adhere  to 
such  investment  strategy." 

The  views  of  the  Canadian  Union  of  Public  Elnployees  (CUPE)  on  this 
issue  were  outlined  in  its  brief  to  the  Commission  (Brief  101).  It 
stated  that  the  provincial  government,  by  excluding  public  employee 
pension  funds  fraii  the  legislative  rules  which  pertain  to  the  private 
sector,  had  created  a  preferred  relationship  for  itself,  a  consequence 
of  \rt*iich  is  that  public  sector  pension  funds  have  had  a  distorted  and, 
depending  on  market  conditions,  imprudent  asset  mix.  This  has  done 
injury  to  the  interests  of  both  plan  member  beneficiaries  and  the  tax- 
payer. The  union  proposed  that  public  sector  funds  should  be  invested 
according  to  the  same  legislative  guidelines  and  rules  as  are  pri- 
vate sector  plans  and  that  the  concept  of  fiduciary  responsibility 
and  the  "prudent  man"  rule  should  be  expressly  outlined  in  the  legis- 
lation applicable  to  both  private  and  public  sector  pension  funds. 
Co-management  of  pension  fund  assets  was  recanmended . 

Although  not  cpenly  critical  of  government  investment  policies,  the 
Qitario  Tteachers'  Federation  (OTF)  advocated  a  more  diversified  policy 
with  respect  to  TSF  assets.  OTF  recommended  more  money  be  invested  in 
the  private  sector,  starting  with  perhaps  10  to  20  per  cent  of  surplus 
funds  in  a  given  year.  It  was  impressed  with  the  high-calibre  people 
that  OMERS  had  been  able  to  find  to  guide  its  pension  investments. 
Given  its  desire  that  the  government  continue  to  be  the  guarantor  of 
teachers'  pensions,  OTF  would  be  willing  to  accept  a  provision  for 
government  approval  of  investment  decisions  in  order  to  ensure  that  all 
investments  are  in  high-quality,   low-risk  financial   instruments .( 1 ) 

The  Management  Employee  Group  of  the  public  service  identified 
the  exclusive  use  of  pension  funds  by  the  government  as  one  of  the 
weaknesses  of  the  PSSF,  and  recommended  that  part  of  the  assets  go  into 
short-term  securities.  Greater  diversification  was  also  recommended  by 
Mr.  C.G.  Millard,  Northern  College  of  /^plied  Arts  and  Technology,  v^o 
suggested  that  at  least  some  portion  of  the  public  sector  pension  funds 
should  be  invested  similarly  to  the  college's  pension  plan,  trusteed 
by  CMERS.  The  National  Union  of  Provincial  Government  Employees  was 
critical  of  the  practice  of  governments  across  Canada  in  tapping  public 
sector  pension  plans  for  general  revenue  purposes. 

Several  submissions  commented  favourably  on  the  investment  record 
of  CMERS  in  recent  years.  Other  briefs  to  the  Canmission  supported  the 
market   investment  of  public  sector  pension  funds: 
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Ontario  Hydro  in  its  Brief  Nd.  299  reccmmended : 

"Pension  fund  investments,  public  and  private,  he  directed  largely 
into  productive  assets.  Funds  should  be  invested  as  much  as 
possible  in  corporation  bonds,  mortgages,  real  estate  ownership, 
equities,  and  those  government  Ixinds  v\^ere  there  are  indications 
that  the  funds  will  likely  flow  through  to  infrastructure. 

"Governments  do  more  to  indicate  the  purpose  for  which  they  are 
borrowing  money  tlirough  bonds  issues." 

Mr.  D.A.  Sieppard,  Brief  143 

"...  most  of  the  pension  funds  in  CMERS  to  date  have  been  invested 
in  government  of  Cntario  bonds  paying  interest  at  less  than  fair 
market  rates.  Ihis  cheats  the  members  out  of  a  higher  return  on 
their  investment,  and  provides  the  provincial  government  with  a 
cheap  form  of  debt  financing  (leading  to  larger  borrowings  and 
increased  inflation?)." 

Qitario  Advisory  Council  on  Senior  Citizens,  Brief  154 

"Public  Service  Employer-Employee  Pension  Plans 

a.  In  general  these  pension  plans  should  be  administered  in  ac- 
cordance with  the  legislative  requiranents  for  pension  plans  in 
the  private  sector. 

b.  Contributions  should  be  shared  equally  by  employer  and  em- 
ployee, and  should  be  sufficient  to  purchase  benefits  compara- 
ble to  those  available  in  similar  pension  plans  in  the  private 
sector . 

c.  All  contributions  should  be  deposited  in  a  trust  fund  and  ad- 
ministered outside  the  regular  systems  for  general  government 
receipts  and  expenditures.  Ihis  trust  fund  should  be  subject 
to  audit,  perhaps  by  the  Auditor  General  or  his  equivalent. 

d.  Ihese  trust  funds  should  continue  to  be  available  for  govern- 
ment uses  but  interest  at  regular  rates  should  be  paid  and 
deposited  in  the  trust  fund.  Government  borrowing  from  trust 
funds  should  be  through  procedures  similar  to  those  used  by 
government  for  borrowing  on  the  open   market." 

Canavest  House,  Brief  180 

"In  the  public  sector,  both  national  and  employer  level  plans 
should  be  funded  for  the  "cost  visibility"  reason  and  to  create  an 
aggregate  capital  stock  v^ich  can  provide  future  pensioner  income 
in  an  era  of  increasing  pensioner  to  active  worker  ratios. 
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"Public  sector  retirement  saving  should  be  allocated  to  investment 
uses  through  the  normal  capital  market  channels.  This  will  ensure 
efficient  allocation. 

"Public  sector  retirement  funds  should  be  managed  privately  in  the 
financial  services  sector  with  pre-established  investment  objec- 
tives.    Pees  should  be  established  through  competitive  bidding." 

Pension  Investment  Association  of  Canada,   Brief  245 

"Public  sector  pension  plans  should  be  financed,  managed  and  in- 
vested in  a  similar  manner  as  private  sector  plans.  This  would 
call   for: 

(a)  full   funding  of  public  employee  pensions, 

(b)  diversification  of   investment, 

(c)  investment  in  productive  assets, 

(d)  use  of  capital  markets,   and 

(e)  an  investment  performance  orientation. 

"In  this  way,  a  significant  portion  of  capital  flows  can  be  redi- 
rected out  of  the  public  sector,  back  into  the  private  sector, 
where  they  are  needed.  It  would  also  encourage  Provincial  Gov- 
ernments to  compete  for  funds  in  the  capital  market  as  well  as 
allowing  public  sector  pension  plans  to  earn  market  rates  of  return 
(versus  government  regulated  returns).  Forcing  the  government  into 
the  market  will  also  encourage  more  productive  uses  of  acquired 
funds  (i.e.,  improving  transportation,  communication  and  energy 
development) . 

"In  this  vray,  the  public  would  not  feel  their  tax  dollars  were 
subsidizing  public  sector  pension  plans.  Similarly,  contributors 
to  public  sector  pension  plans  wDuld  not  feel  they  were  subsidizing 
public  programmes  through  limited   investment  alternatives." 

Keith  Cooper,  in  his  report  (see  Volume  VII),  comments  on  the 
effects  that  the  switch  to  market  investment,  v\^ich  is  so  strongly 
advocated   in  the  briefs  to  the  Conmission,  would  have: 

"There  are  several  observations  to  be  made  about  the  procedures 
being  used  by  the  Ontario  government  for  handling  the  assets  of  the 
PSSF,    PSSAF,   and  TSAF. 

a)  By  investing  funds  externally,  the  government  should  be  able 
to  generate  a  larger  investment  return  than  it  would  have 
to  pay  for  similar  funds   they  would  otherwise   borrow  on   the 


113 


marketplace.  This  applies  equally  to  the  TSF.  The  OMERS 
experiment  is  truly  supportive  of  this  position. 

b)  By  using  real  assets  versus  public  debt,  the  government 
achieves  at  least  the  following  two  objectives: 

-  Plan  members  may  experience  a  greater  sense  of  security 
arising  from  the  broader  diversification  of  assets. 

-  Should  any  governmental  entity  experience  cash  flow  diffi- 
culties overall,  and  thereby  not  be  able  to  meet  its  finan- 
cial obligations,  a  part  of  which  would  be  the  required 
payments  to  pension  plan  beneficiaries  (after  utilizing 
current  employee  contributions  in  this  regard),  then  in  the 
instance  v\*iere  "real"  assets  exist,  such  assets  could  be 
used  to  meet  current  conmitments.  In  the  case  where  public 
debt  is  used,  the  assets  belong  to  the  governmental  entity 
and  the  interest  or  the  repayment  of  such  debt  can  only  come 
out  of  current  government  revenues,  v>iiich,  if  not  available 
leaves  the  pension  plan  beneficiaries  in  jeopardy. 

c)  If  non-public  debentures  were  issued,  then  this  would  have 
the  effect  of  increasing  the  non-budgetary  deficit  and  the 
government's  net  cash  requirements  in  an  amount  equal  to  the 
net  pension  flow  through  the  Social  Purpose  Accounts.  There 
would  not  be  any  change  in  the  budgetary  deficit. 

The  other  beneficial  effect  of  using  non-public  debentures 
would  be  that  the  government's  outstanding  debt  would  be 
more  readily  recognizable  than  is  the  case  today.  Under  the 
present  arrangements,  the  total  Ontario  debt  can  only  be 
determined  by  adding  to  its  funded  debt  (i.e.  public  debt  and 
non-public  debt)  the  value  of  its  unfunded  debt  v*iich  includes 
the  PSSF,  PSSAF,  TSAF  Special  Purpose  Accounts,  the  deposits 
from  the  Province  of  Ontario  Savings  Office,  and  certain 
advances  payable. 

d)  By  accepting  the  net  flow  of  funds  from  the  various  government 
pension  plans  (PSSF,  PSSAF,  TSF,  TSAF,  and  previously  OMERS), 
the  government  reduces  its  external  borrowing  needs.  However, 
with  decreasing  future  capital  expenditures,  there  appears  to 
be  less  need  for  these  funds.  Recognizing  the  desirability  of 
having  tax  revenues  pay  for  general  expenditures  and  having 
capital  expenditures  cone  out  of  debt,  it  is  incumbent  on  the 
government  that  they  do  not  fall  into  the  trap  of  deploying 
capital  derived  from  net  pension  fund  flows  toward  general 
expenditures  or  toward  non-productive  capital  items.  The 
government  stated  in  its  1978  budget:  'In  an  effort  to  ensure 
the  successful  implementation  of  this  redeployment  of  public 
funds  frcm  the  public   to   the  private   sector,    the  Government 
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of  Ontario  initiated  the  OMERS  experiment  in  1975.  This 
experiment  has  proven  successful,  and  thought  can  now  be 
given  to  instituting  sijnilar  procedures  for  other  sources  of 
internal  funds.'  This  intention  is  certainly  healthy.  The 
1978  Ontario  budget  also  stated:  'It  (the  investment  of  TSF 
funds  privately)  will  not  begin  until  after  the  report  of  the 
Ontario  Ftoyal  Oocnmission  on  Pensions  has  been  received.' 

The  Ontario  Government  appears  to  be  committed  to  deploying 
excess  internally-generated  pension  funds  to  marketable  secur- 
ities.    This  position  is  healthy  and  should  be  encouraged." 


SOCIAL  AND  EXXWCMIC   QOPiLS  AND  INVESIMENT 

We  have  already  noted  the  relationship  between  the  build-up  of 
economic  resources  in  a  country  and  the  savings  rate.  We  have  also 
noted  that  pension  funds  do  not  constitute  savings  unless  that  gov- 
ernment debt  is  invested  in  tangible  assets  that  produce  goods  and 
services.  Ihus,  a  government  bond  issued  to  finance  a  school  becomes 
part  of  the  national  savings  process  (unless  the  bonds  were  not  ac- 
quired by  a  saver  but  simply  monetized  through  excess  creation  of  money 
by  the  Bank  of  Canada).  In  that  sense,  a  school,  a  hydro  plant,  a 
factory,  and  a  pipeline  are  all  capital  goods  with  long-range  economic 
and  social  returns.  Public  sector  pension  plans  vi*iich  simply  lend  their 
reserves  back  to  the  government  may  not  add  to  the  provincial  saving  and 
investment  process  unless  the  government  uses  those  funds  for  capital 
investment. 

It  is  this  latter  factor  vAiich  has  been  the  subject  of  intensive 
economic  analysis  in  studies  issuing  fron  TEIG^  in  recent  years.  These 
studies  postulate  that  true  savings  produce  two  measurable  rates  of 
return:     the  income  rate  of  return  and  the  social  rate  of  return. 

A  corporation  contemplating  the  building  of  a  new  factory  will  con- 
duct studies  about  the  estimated  rate  of  return  on  the  capital  invested 
in  that  project.  The  approach  usually  used  by  sophisticated  corporate 
planners  to  select  the  capital  investments  \<*iich  will  actually  go  ahead 
is  the  "hurdle  rate  of  return"  concept,  in  v^ich  any  major  capital 
commitment  must  be  shown  to  have  the  strong  likelihood  of  generating  a 
net  after-tax  rate  of  return  that  exceeds  some  pre-defined  "hurdle" 
rate.  Ihus  if,  for  example,  the  oost  of  capital  to  finance  a  project  is 
15  per  cent  then  the  hurdle  rate  of  return  would  be  at  least  20  per 
cent.  With  that  approach,  conpeting  capital  investment  recommendations 
from  different  operating  groups  within  a  company  can  be  compared,  and 
the  most  premising  selected. 

This  may  be  compared  with  the  social  rate  of  return  which  is 
determined  by  adding  the  net  after- tax  rate  of  return  of  a  corporation 
to  the  corporation  tax  paid.      If    that  project    in  our   example  does    in 
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fact  generate  an  after- tax  rate  of  return  of  20  per  cent  (v^iich  would 
mean  that  it  was  far  above  the  normal  range  of  profitability  of  invested 
capital  in  Ontario),  then,  assuming  a  50  per  cent  corporate  tax  rate  the 
social  rate  of  return  would  be  close  to  40  per  cent. 

It  is  this  social  rate  of  return  v^ich  the  TEIGA  studies  use 
as  argument  for  the  proposition  that  pay-as-you-go  financing  of  the 
Canada  Efension  Plan  is,  in  the  long  run,  more  costly  than  pre-funding, 
assuming  that  the  reserves  accumulated  through  pre-funding  vere  invested 
in  assets  which  generate  a  social  rate  of  return.  The  Commission  is 
not  prepared  to  recommend  total  pre-funding  for  the  CPP,  for  reasons 
discussed  elsewhere.  However,  the  TEICy^  argument  supports  the  position 
that  the  public  sector  pension  funds  should  be  invested  productively. 

Effects  on  the  Capital  Markets 

The  Commission  believes  that  all  public  sector  pension  funds  should 
be  invested  in  the  open  market.  These  funds  would  strengthen  capital 
markets  generally,  but  would  not  inundate  markets  as  a  prefunded  CPP 
would.  Tb  release  these  monies  into  capital  markets  would  give  added 
depth  and  liquidity  to  Canada's  limited  markets.  Since  the  employees 
who  contribute  to  these  plans  see  their  contributions  as  savings,  and 
since  the  national  accounts  include  such  contributions  in  saving,  they 
should  be  treated  as  saving  and  not  as  captive  funds  for  government. 
These  plans  offer  extremely  generous  benefits  ccmpared  to  most  private 
sector  plans,  yet  their  existing  investing  process  ensures  that,  in  the 
long  run,  the  funds  will  yield  lovier  rates  of  return.  Thus  the  ultimate 
cost  to  taxpayers  is  increased.  Qnployees  naturally  are  concerned  that 
their  contributions  are  not  being  invested  as  productively  as  they  could 
be. 

One  objection  to  open  market  investment  is  that  the  province  has 
become  so  dependent  on  these  funds  that  any  diversion  of  reserves  into 
the  cpen  narket  will  put  severe  strains  on  provincial  finances.  In 
fact,  provincial  treasurers  have  been  aware  of  this  incipient  problem 
for  sane  years;  both  the  Hon.  E&rcy  McKeough  and  the  Hon.  Frank  Miller 
have  publicly  commented  on  the  need  for  provinces  to  become  "weaned" 
fran  their  supply  of  captive  funds.  Some  transition  period  will  un- 
doubtedly be  necessary,  but  vfa  believe  strongly  that  the  current  use  of 
non-market  investing  for  the  reserves  of  the  PSSF,  TSF  and  lARA  should 
be  discontinued.  The  same  conclusion  applies  to  SABA  funds,  in  the 
event  they  are  retained   in  the  present  segregated  form. 

A  principal  function  of  any  transition  period  would  be  to  avoid 
distortion  of  the  capital  markets.  As  noted  above,  OMERS  has  diversi- 
fied sufficiently  among  Canadian,  U.S.,  and  foreign  investments  that  its 
impact  on  Canadian  markets  has  not  been  extensive.  This  is  in  contrast 
to  the  approach  adopted  by  the  Quebec  Pension  Plan  in  its  operations 
through  the  Caisse  de  depot.     The  funds  accumulated  for  the  plan  and    in 
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the  various  provincial  employee  plans  administered  by  the  Quebec  Pension 
Board  have  become  major  factors   in  tlie  Canadian  stock  market. 

If  the  Commission's  recommendations  for  full  disclosure  of  pension 
plan  investments  are  adopted,  the  Carunission  believes  that  the  dangers 
of  using  pension  fund  assets  other  than  to  earn  the  best  return  in 
relation  to  pension  fund  goals  will  be  minimized. 

Effect  of  CPP  Investment  Proposals 

The  Cbmmiss ion's  proposals  for  tlie  handling  of  the  CPP  fund  will 
have  important  implications  for  provincial  financing.  In  essence, 
they  involve  the  maintenance  of  a  contingency  fund  of  twice  the  year's 
benefit  and  administration  cost  pay-out  three  years  in  advance  (see 
Volume  V).  The  funds  in  this  reserve  can  still  be  long-term  bonds 
because  that  reserve  will  grow.  However,  the  funds  are  to  be  invested 
in  real  economic  assets,  not  just  passive  debt,  and  through  a  roll-over 
plan  the  existing  debt  instruments  are  to  be  replaced  by  bonds  having 
real  backing.  When  this  process  is  conpleted,  the  criticism  that  CPP 
has  nothing  but  "ghost  funds"  will  no  longer  be  valid. 

Although  the  Cc^nmission  believes  that  only  real  assets  should  be 
used  to  secure  future  benefits,  vje  are  not  reconmending  that  CPP  funds 
be  invested  through  the  cpen  market.  Rather,  we  suggest  that  the  monies 
go  into  capital  goods  of  Crown  corporations,  such  as  Ontario  Hydro. 
Then  the  earnings  of  those  capital  goods  can  be  used  to  finance  the 
debt,  rather  than  relying  solely  on  future  taxpayers.  Other  provinces 
also  have  utilities  and  Crown  corporations  engaged  in  performing  basic 
economic  functions  that  WDuld  provide  a  ready  base  on  which  these  gov- 
ernment bodies  could  raise  funds  needed. 

Finally,  the  Commission's  transition  and  roll-over  proposals  for 
the  CPP  permit  both  provincial  treasurers  and  public  capital  markets 
to  adjust  to  a  new  era  in  v\*iich  provincial  deficits  can  no  longer  be 
financed  through  relatively  hidden  sources  of  money.  By  providing  for 
an  orderly  transition  to  greater  financial  discipline,  no  dislocation  of 
fc)ond  markets  should  occur.  Investors  and  treasurers  will  know  years  in 
advance  the  maturity  schedules  and  refunding  arrangements  needed.  By 
the  turn  of  the  century,  both  the  CPP  and  provincial  finances  generally 
should  be  on  a  stronger  footing. 


RECCMMENEftTIONS 

The  Commission  is  satisfied  that  the  time  has  come  for  a  radical 
change  in  the  investment  of  assets  in  public  sector  pension  plans.  The 
financial  inplications  for  provincial  finances  may  be  disconcerting 
initially,  but  the  results  will  he  beneficial  in  the  long  run.  Benefits 
should  arise  from: 
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1.  separation  of  all  pension  fund  assets  fran  the  regular  accounts 
of  the  province; 

2.  improved  and  visible  rates  of  return  on  pension  fund  assets; 

3.  greater  amounts  of  capital  available  for  private  market 
utilization; 

4.  controls  on  public  borrowing  by  virtue  of  government  being 
required  to  borrow  at  market  rates; 

5.  visibility  of  pension  cost  to  government,  taxpayers,  and  plan 
members; 

The  Commission  therefore  reconmends  that  the  Government  of  Ontario 
adept  a  policy  of  investment  for  all  public  sector  pension  funds,  in- 
cluding the  funds  to  be  created  for  the  PSSF  and  the  Legislative  As- 
sembly Retirement  Allowances  account,  incorporating  the  following 
principles: 

a)  all  investments  should  be  in  the  form  of  marketable  securities; 

b)  all  funds  and  investments  should  be  segregated  from  government 
funds,   even  on  a  short-term  basis; 

c)  book  entries  such  as  those  currently  used  for  the  PSSF,  and 
non-marketable  securities  such  as  those  now  used  for  the  TSF, 
should  be  discontinued  and  replaced  as  soon  as  practicable  with 
marketable  securities; 

d)  all  future  investments  should  reflect  market  rates  of  return; 

e)  sane  portion  of  the  investment  of  a  plan  should  be  made  in  the 
private  sector  within  the  investment  regulations  of  the  Itension 
Benefits  Act. 

The  adjustment  of  finances  on  the  scale  of  those  of  the  Province 
of  Oitario  is  a  delicate  and  difficult  matter.  As  well  as  the  recom- 
mendations for  the  Ontario  public  sector  plans,  the  recommendations  for 
CPP  investing  will  have  far-reaching  effects  on  provincial  financing. 
Accordingly,  none  of  these  changes  can  be  irade  overnight.  The  gradual 
switch  in  CMERS  investments  provides  a  likely  approach.  However,  some 
steps,  such  as  segregation  fron  the  public  accounts,  can  and  should  be 
undertaken  now  as  part  of  the  general  restructuring  of  the  pension  fund 
accounts. 
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NOTES 

(1)   Keith  Cooper  comments  on  this  point  in  his  report  (see  Volume  VII): 

"It  should  also  be  noted  that  the  Ontario  government 
guarantees  the  PSSF  and  TSF  plans  in  its  role  as  'employer.' 
Before  it  can  permit  the  assets  of  the  TSF  to  be  invested  in 
marketable  securities,  the  various  school  boards  in  Ontario 
would  have  to  accept  responsibility  for  the  liabilities  of 
the  plan  for  the  teachers  in  their  jurisdiction  as  the 
municipalities  have  done  in  the  case  of  CMERS. " 
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Chapter  5 


Present  and  Future  Cost 
of  Public  Sector  Pensions 


INTRODUCTION 

Ihe  question  of  oost  is  central  to  the  discussion  of  public  sector 
pensions.  It  has  less  significance  theoretically  in  the  private  sector 
because  the  cost  of  pensions  is  ultimately  a  market  decision.  The 
CoTimission  has  no  particular  concern  that  company  A's  pension  costs  20 
per  cent  of  payroll  while  company  B's  plan  costs  10  per  cent  of  payroll. 
It  is  a  matter  for  the  employer  and  employees.  In  the  public  sector, 
however,  the  pension  oost  is  of  interest  not  only  to  the  government  as 
employer  and  its  employees,  but  to  taxpayers  and  the  public,  who  ulti- 
mately pay  for  the  pensions  and  so  have  a  valid  interest  in  determining 
vrtiether  such  costs  are  reasonable  or  taxpayers  are  enriching  these  plans 
unduly. 

As  was  noted  in  the  chapter  on  Funding  Principles  in  Volume  II  of 
the  Report,  funding  of  pension  plans  has  two  main  purposes: 

1.  to  ensure  that  monies  will  be  available  to  pay  the  promised 
benefits  at  the  time  they  becone  payable; 

2.  to  ensure  an  orderly  accrual  of  funds  over  time  to  effect 
control  of  the  ultimate  cost  of  the  promised  benefits. 

For  plans  in  the  private  sector  the  emphasis  lies  on  the  security 
aspect,  since  the  continuity  and  financial  viability  of  individual  em- 
ployers cannot  be  assured.  In  the  public  sector,  backed  by  the  ultimate 
taxing  authority  of  the  government,  continuity  and  financial  viability 
are  reasonably  certain.  However  government  does  not  have  the  same  cost 
strictures  as  the  private  employer  vitio  is  engaged  for  the  prime  purpose 
of  making  a  profit.  Therefore  cost  control  is  the  prime  reason  for 
funding  public  sector  plans.   Simply  stated:   an  assessment  of  the 
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funded  status  of  a  plan  tells  us  v^ether  sufficient  monies  are  in  the 
fund  to  pay  the  benefits;  an  assessment  of  the  cost  tells  us  how  much  ve 
must  pay  for  the  premised  benefits  and  allows  consideration  of  vrtiether 
or  not  the  premised  benefits  are  affordable. 


WHAT  IS  THE  COST  OF  A  lENSION  PLAN? 

The  cost  to  an  employer  of  a  defined  contribution  (money-purchase) 
plan  is  usually  an  amount  equal  to  the  employees'  contributions.  Some- 
times the  employer  also  pays  administrative  expenses.  Similarly,  the 
employer's  cost  for  a  defined  benefit  insured  plan  is  generally  limited 
to  the  employer's  share  of  the  premiums.  Difficulties  in  establishing 
cost  arise  primarily  with  the  defined  benefit  trusteed  plan. 

The  actual  cost  of  a  defined  benefit  trusteed  pension  plan  to  an 
employer  equals  the  total  of 

benefits  paid  out 

plus  expenses  incurred 

less  anployee  contributions   (if  any) 

less  investment  income  earned. 

This  cost  can  be  determined  only  in  retrospect,  i.e.,  after  the 
last  beneficiary  has  received  the  last  payment  promised.  How  then  can 
the  onployer  know  what  the  "cost"  will  be  and  how  can  that  cost  be 
identified  on  a  present  day-to-day  basis?  Originally  v^ilen  pensions  v^ere 
paid  on  a  pay-as-you-go  basis  the  cost  was  clearly  the  amount  paid  out 
in  any  one  year.  However  even  then,  to  the  extent  the  premise  bound  the 
employer  for  the  future,  there  was  a  need  to  consider  what  the  ultimate 
long-term  cost  to  the  employer  might  be. 

With  the  introduction  of  "funded"  pensions,  where  monies  were  set 
aside  before  benefits  vere  payable,  costs  became  linked  to  the  annual 
contributions  vvhich  the  actuary  estimated  were  necessary  to  pay  the 
prariised  benefits  in  the  future.  These  contributions  included  both  the 
cost  of  the  current  year's  premised  benefits  and  the  special  payments 
required  to  pay  for  premised  benefits  for  past  service. 

R.M.  Skinner  describes  the  effect  of  funding  requirements  on 
accounting  for  pension  costs: 

"The  discrepancy  between  the  results  of  accounting  for  pension 
costs  on  a  pay-as-you-go  basis  and  accounting  for  recognition  of 
costs  associated  with  advance  funding  hastened  reconsideration  of 
the  nature  of  pension  costs.  Further  impetus  to  reconsideration 
was  given  by  cases  v^ere  employers  varied  their  contributions  to 
pension  funds  from  year  to  year  in  order  to  affect  cost  and  income 
reporting.  A  consensus  gradually  developed  to  the  effect  that  pen- 
sion contributions  v^re  not  a  voluntary  outlay  but  rather  a  regular 
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cx)st  of  doing  business.  Notwithstanding  any  legal  right  of  the 
employer  to  discontinue  the  plan  and  limit  his  liability,  as  a 
practical  matter  an  employer  who  wished  to  continue  in  business 
could  not  withdraw  benefits  once  they  were  granted.  It  followed 
that  pension  costs  were  part  of  the  costs  of  earning  annual  income 
whether  or  not  cash  was  paid  over  to  the  pension  plan  in  the  year 
and  irrespective  of  the  amount  of  such  payment.  This  then  raised 
the  question  how  the  oost  was  to  be  measured  and  led  to  the  reali- 
zation that  a  pension  plan  arrangement  constitutes  a  particularly 
complex  form  of  delayed  payment  transact ion."( 1) 

The  pension  cost  accounting  problem  involves  "estimating  the 
ultimate  costs  for  which  the  employer  will  become  obligated  under  the 
plan  formula  and  allocating  these  costs  in  a  rational  way  to  employees' 
pre-retirement  years,  so  as  to  provide  a  fair  measure  of  deferred  wage 
expense  year  by  year." (2) 

The  difference  between  oost  for  accounting  purposes  and  cost  for 
funding  purposes  is  set  out  in  the  Accountants  International  Study  Group 
Study  No.    18: 

"Ihere  is  an  important  distinction  between  accounting  for  annual 
pension  costs  and  funding  a  pension  plan.  Accounting  for  costs 
is  related  to  the  build-up  of  pension  obligations  during  the 
employees'  working  lives,  v\*iereas  funding  is  a  matter  of  providing 
sufficient  assets  to  discharge  such  obligations  as  they  become  due. 
In  any  given  year  the  amount  of  pension  cost  may  differ  very 
substantially  from  the  amount  required  by  the  pension  plan  to  fund 
future  benefit  payments.  Hovever,  in  practice  the  amounts  charged 
as  pension  cost  frequently  coincide  exactly  with  the  amounts 
funded,  but  this  is  not  always  so,  because,  for  instance,  there  may 
be  good  reasons  for  management  adopting  an  unusual  funding  policy. 
It  is  thus  important  to  bear  in  mind  the  distinction  between  the 
two.  The  oost  determination  is  concerned  solely  with  accounting, 
whereas  the  funding   is  a  cash  flow  matter." (3) 

Effect  of  Funding  Method  on  Cost 

We  saw  in  Volume  II,  Chapter  9,  how  the  choice  of  funding  method 
affects  the  ultimate  oost  of  a  pension.  For  example,  in  a  final  pay 
plan  there  are  at  least  three  valuation  methods  an  actuary  could  use. 
While  any  of  these  three  methods  might  be  chosen  by  the  anployer,  which 
of  them  -  if  any  -  would  the  accountant  choose  for  reflecting  cost  in 
the  employer's  accounts  or  financial  statements?  The  answer  is  that 
the  accountant  will  accept  any  of  the  three  that  may  be  chosen  by  the 
employer.     Vvhile  accountants  say... 

"the  accrual  concept  requires  that  current  service  costs  for 
employees  should  be  charged  to  income  as  the  service  giving  rise  to 
the  pension  entitlement    is   rendered,    and   costs   for  previously 
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unprovided   past  service  should   be  charged   to   income   over    the 
remaining  term  of  the  onployment  of  the  relevant  anployees . " ( 4 ) 

...they  have  not  yet  decided  how  best  to  do  so  either  in  Canada  or  the 
United  States.  Meanv\^ile,  by  and  large,  they  use  for  accounting  viiat  is 
used  for  funding. 

While  recognizing  the  need  for  some  freedom  in  the  choice  of 
funding  method  despite  the  resulting  variability  in  cost,  the  Ccsiimission 
is  in  agreement  with  the  Accountants  International  Study  Group  that,  in 
the  interest  of  identifying  cost,  there  should  be  some  limitation  on 
the  number  of  funding  methods  available  for  use  by  the  actuary.  The 
Conmission  is  recanmending  for  all  plans  that  a  range  of  methods  be  set 
by  the  Pension  Commission  of  Ontario,  and  we  see  no  reason  vAiy  public 
sector  plans  should  not  use  any  of  these  methods  depending  on  their 
suitability.  Use  of  the  level  premium  method  will  increase  annual  cost 
initially  but  will  result  in  lower  annual  cost  later  on  relative  to 
costs  under  an  accrued  benefit  method,  because  of  interest  earnings  on 
the  fund. 

Coirplete  Cost  Picture 

Accepting  this  variability  in  cost  resulting  frcan  different  funding 
methods,  \ie  consider  vhat  must  be  taken  into  account  to  achieve  a  com- 
plete picture  of  the  cost  of  a  public  sector  plan.  Vfe  require  the  total 
arising  from: 

1.  The  year's  service  cost  v^ich  includes: 

(i)         Cost  of  the  current  year's  promised  benefits; 

(ii)  Ihe  year's  share  of  amortized  cost  for  experience  defi- 
ciencies, that  is,  v>tiere  actuarial  forecasts  and  actual 
experience  result  in  less  money  being  paid  into  the  fund 
in  any  one  year  than  is  needed  to  cover  the  cost  of 
benefits  accruing  during  the  year;  these  must  be  spread 
over  not  more  than  five  years; 

(iii)  The  year's  share  of  amortized  cost  for  supplemental 
liabilities  v*iich  result  fran  changes  in  the  plan,  e.g., 
where  the  benefit  structure  is  improved  thereby  creating 
benefits  for  past  service  which  have  not  been  paid  for 
by  contributions  in  past  years;  these  must  be  spread 
over  not  more  than  15  years. 

2.  Administrative  expenses. 

3.  Ad  hoc  adjustments  to  benefits  payable   to  retirees  which   in- 
crease pension  benefits  but  v*iich  are  not  funded. 
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4.  Superannuation  MjustjTient  Fund  contributions. 

Costs  As  Reflected  in  the  Public  Accounts 

In  assessing  the  cost  of  public  sector  plans  the  Commission's  first 
undertaking  was  to  ensure  that  the  cost  figures  being  given  to  the 
public  for  the  plans  were  in  fact  correct.  For  this  purpose  it  engaged 
a  chartered  accountant  v^o  vsqs  aware  of  the  special  problems  inherent  in 
pension  oost  accounting.  In  his  examination  the  accountant  took  the 
annual  pension  costs  to  be  the  same  as  the  annual  amounts  for  funding 
each  plan.  He  found  that  such  annual  costs  v/ere  similar  to  those  found 
in  the  commercial  vsorld  if  the  same  actuarial  methods  were  used.  He 
also  found  that  pension  costs  v^re  accounted  for  in  the  Public  Accounts 
of  the  province  in  accordance  with  generally  accepted  accounting  prin- 
ciples, and  commented  that  in  a  number  of  respects  tlie  Public  Accounts 
disclosed  more  complete  (and  understandable)  information  about  pension 
costs  and  such  matters  as  unfunded  pension  obligations  than  did  the 
financial  statements  of  some  large  corporations   in  Canada. 

However,  in  assuming  that  annual  cost  was  equal  to  the  annual 
funding  amount,  the  accountant  did  not  examine  areas  \^ich,  in  the 
opinion  of  the  Caiimission,  rerxJer  inappropriate  or  inconplete  the  stated 
actual  costs  of  the  major  public  sector  plans.  Ihe  problem  is  primarily 
visible  if  one  considers  the  oost  calculations  over  a  number  of  years. 
Ihe  following  analysis  pinpoints  the  problem  areas  and  gives  examples 
of  how  they  have  arisen  in  various  plans.  However,  the  major  point 
to  be  made  is  that  the  whole  system  for  identifying  cost  of  public 
sector  pensions  is  sufficiently  confused  that  an  orderly  and  accurate 
assessment  of  overall  pension  costs  and  of  the  costs  of  the  provincial 
government  in  relation  to  these  plans,  is  not  readily  attainable.  This 
is  not  to  say  tliat  the  figures  presented  by  various  plans  and  in  the 
public  accounts  are  erroneous  or  deliberately  misleading,  but  rather  to 
underline  the  urgent  need  to  implement  a  system  of  recognition  and 
control  of  overall  public  sector  pension  costs. 

Problems  Areas  in  Overall  Cost  Assessment 

Separation  of  Cost  Elements 

Although  the  elements  of  pension  costs  are  to  be  found  in  the 
Public  Accounts,  they  are  not  always  put  together  in  such  a  way  as  to 
give  a  complete  oost  picture.  If  we  take  the  Tteachers'  Superannuation 
Fund  as  an  example  v«  find  various  problems  in  the  cost  picture.  The 
following   items  of  oost  must  be  considered: 

1.  Current  service  cost  is  limited  by  the  matching  contribution 
principle.  The  actuary  for  the  fund  notes  that  the  annual 
contributions  are  insufficient  by  .8  per  cent  of  payroll  to 
meet  the  current  service  cost,  quite  apart  from  the  supple- 
mental liabilities.      The   additional   amount   required    is   not 
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being  paid  on  an  annual  basis  but  over  a  15-year  period,  and 
therefore  does  not  show  the  correct  current  service  cost  of 
providing  teachers'  pensions.  This  will  be  cured  if  the 
matching  contribution  principle  is  abandoned  or  the  amount  set 
annually. 

2.  Supplemental  liability  payments  requiring  annual  payments  of 
5.1  per  cent  of  payroll; 

3.  Administrative  expenses  for  tlie  TSF,  estimated  to  be  about  $10 
million  in  1978-79; 

4.  Superannuation  Adjustment  Fund  government  contributions  in 
1978-79  amounted  to  $22.36  million. 

5.  Superannuation  Adjustment  Fund  government  payments  for  non- 
contributors  under  SABA  amounted  to  $24.3  million  for  the 
1978-79  year. 

Thus,   to  get  a  rough  but   complete   "cost"    for   the   TSF   for   the  period 
1978-1979  we  have: 

$  Millions 

1.  Current  service  total  required  cost 

6.8  per  cent  of  $2  billion  136.0 

2.  Supplemental  liabilities 

5.1  per  cent  of  $2  billion  102.0 

3.  Administrative  expenses  10.1 

4.  Superannuation  Adjustment  Fund  government 
contributions  22. 3 

5.  Superannuation  Adjustment  Fund  government 

payment  for  non-contributors  to  SABA  24.3 

Total  anployer's  cost  294.7 

Employer's  cost  as  a  percentage  of  payroll  of 

$2  billion  14.74% 

If  Vie  add  to  the  employer's  percentage  employees'  contributions  of 
7  per  cent  (ignoring  CPP  contributions  up  to  the  YMPE  but  including  the 
adjustment  for  indexing),  the  total  cost  relative  to  payroll  (including 
adjustments  for  indexing)    is  21.74  per  cent. 

Total  fayroll  for  the  period  would  be  slightly  in  excess  of  $2 
billion;  hence  the  costs  are  slightly  understated.  However,  it  is  very 
clear  that  to  talk  of  the  cost  of  providing  pensions   for   teachers    in 
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terras  of  7  per  cent  of  salary  (6  per  cent  plus  1  per  cent  for  SABA) 
from  the  teachers  and  7  per  cent  from  the  government  is  to  ignore  over 
one-third  of  the  cost. 

Prepayments  and  other  Timing  Changes 

Prepayments  (i.e.,  payments  in  excess  of  those  required  by  the 
funding  patterns  of  a  plan)  were  made  by  PSSF  and  TSF  during  1976  and 
1977. 

A  quote  from  the  summary  of  the  actuary's  recommendations  in  the 
actuarial  report  dated  February,  1978  for  the  PSSF  for  the  period  ending 
December  31,    1976  is   informative: 

1.  Increase  the  annual  interest  payment  on  the  initial  unfunded 
liability  of  $82,616,000  to  $5,990,000  effective  January  1, 
1978. 

(NOTE:  A  prepayment  of  $5,577,000  was  made  at  March  31,  1977. 
This  payment  was  invested  at  9.819  per  cent  interest  so  that 
its  value  at  January  1,  1978  was  $5,983,000.  Consequently,  for 
this  item  $7,000  was  due  at  January  1,    1978). 

2.  Make  thirteen  annual  payments  of  $16,884,000  from  January  1, 
1978  to  January  1,  1990  inclusive  with  respect  to  the  unfunded 
liability  of  $139,136,000  related  to  the  deficiency  revealed  at 
December  31,  1973.  These  are  to  replace  the  thirteen  annual 
payments  of  $16,021,000  from  April  1,    1977  to  April  1,    1989. 

(NOTE:  A  prepayment  of  $16,021,000  was  made  as  at  March  31, 
1977.  This  payment  was  invested  at  9.819  per  cent  interest  so 
that  its  value  at  January  1,  1978  was  $17,187,000.  Conse- 
quently, for  this  item  there  was  an  overpayment  of  $303,000  as 
at  January  1,    1978). 

The  policy  adopted  by  Ontario  Hydro  in  funding  certain  special 
payments  also  illustrates  the  oost  effect  of  a  failure  to  adopt  a  con- 
sistent procedure.  This  failure  clearly  disturbs  the  cost  perspective. 
In  the  1976  actuarial  report  for  the  Ontario  Hydro  plan  it  was  recom- 
mended that  certain  new  experience  deficiencies  allowed  by  the  Pension 
Benefits  Act  to  be  treated  as  initial  unfunded  liabilities,  be  amortized 
over  15  years.  The  same  liability  was  noted  in  the  1977  actuarial 
report  to  be  amortized  over  5  years. 

"In  the  cost  certificate  enclosed  with  the  December  31,  1976 
valuation,  this  experience  deficiency  was  shown  to  be  amortized 
over  15  years.  Ontario  Hydro  was  subsequently  advised  by  their 
auditors  to  amortize   it  over  5  years." 
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In  the  1978  actuarial  report  the  same  liabilities  viere  again  to  be 
amortized  over  the  remainder  of  the  original  15-year  period. 

It  should  also  be  noted  that,  although  a  special  payment  of 
$10,472,000  for  post-retirement  adjustments  to  pensions  required  an 
additional  annual  payment  of  $1,047,000  for  15  years  to  be  made,  "no 
contribution  was  made  on  this  account  in  1977,  so  that  in  1978  an  addi- 
tional payment  of  $1,047,000  plus  interest  is  required,  making  a  total 
of  $1,110,000."  (Hydro  actuarial  report  for  the  period  ending  December 
31,    1977). 

Both  prepayments  and  alterations  in  the  timing  of  payments,  while 
permissible  and  possibly  advantageous  in  private  sector  plans,  in  public 
sector  plans  only  serve  to  distort  the  true  cost  picture  if  cost  is  to 
be  allocated  in  an  orderly  way  over  the  employee's  wDrklife  (subject  to 
amortization  periods) .  Vie  do  not  see  the  same  need  for  the  government 
as  for  business  to  increase  special  payments  from  time  to  time  to  re- 
flect tax  advantages  or  special  cash  flow  situations.  The  Commission 
reconmends  that  government  policy  onbody  the  principle  of  orderly  fund- 
ing of  pension  plans  to  the  full  extent  allowed  by  the  Pension  Benefits 
Act.  In  this  way,  distortions  of  cost  resulting  from  over-payment, 
under-payment ,  or  alterations  in  the  timing  of  payment  can  be  avoided. 

Accumulation  of  Surplus 

Over  the  period  from  1970  to  1978  the  Workmen's  Compensation 
Board  plan  has  been  in  a  surplus  position  and  that  surplus  has  been 
increasing.  At  the  end  of  the  last  actuarial  valuation  (December  31, 
1977)  the  surplus  stood  at  just  over  $13  million,  having  increased 
frcm  $1.4  million  at  the  end  of  1970.  No  adjustment  has  been  made  to 
decrease  proportionately  the  employer's  contribution  rate. 

At  the  end  of  December,  1970,  CMERS  had  a  surplus  of  $23.2  million 
v\^ich  continued  to  build  to  a  high  of  $72  million  at  the  end  of  Decem- 
ber, 1974,  falling  to  $60  million  at  the  end  of  1976.  As  of  January  1, 
1978  the  QMERS  basic  plan  switched  to  a  final  average  formula,  and  the 
plan  is  no  longer  in  a  surplus  position. 

lb  allow  a  plan  to  reach  a  surplus  position  and  then  continue  the 
building  of  such  surplus  is  not,  in  the  opinion  of  the  Commission,  a 
proper  allocation  of  funds  for  a  public  sector  plan;  it  results  in  a 
distortion  of  overall  pension  costs.  If  such  a  build-up  of  surplus  is 
an  invitation  for  improved  benefits,  those  responsible  for  the  plan 
decisions  should  not  encourage  this  form  of  pressure.  There  is  provi- 
sion under  the  Pension  Benefits  Act  to  apply  for  a  refund  of  surplus  to 
the  employer.  In  the  case  of  the  WCB,  the  Commission  recommends  that 
such  an  application  be  made  immediately  and  the  refund  applied  to  the 
current  service  costs  of  the  plan,  vshich  are  paid  for  by  employer  pre- 
miums and  represent  a  cost  of  doing  business  vihich  in  turn  is  reflected 
in  the  price  to  the   consumer.      No  public   sector  pension  plan   should 
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nonnally  continue    in  a  surplus   position    for   more   than  one   valuation 
period. 

Timing  of  Actuarial  Valuations 

Ihe  Commission  has  found  it  impossible  to  get  an  overall  picture  of 
the  cost  of  public  sector  plans  v^ich  can  be  relied  on  with  any  degree 
of  assurance.  The  chief  reason  for  this  is  timing:  each  plan  may  have 
a  plan  year  other  than  the  calendar  year;  and  various  plans  may  be  on 
different  cycles  for  triennial  actuarial  valuation  reports.  Table  4 
below  illustrates  how  difficult  it  would  be  to  make  any  reliable  compar- 
isons or  obtain  any  reliable  total  cost  figures  in  these  circumstances. 

Timing  of  Fiscal  Periods  and  the  Public  Accounts 

The  public  accounts  for  the  province  are  prepared  for  a  fiscal 
year  ending  March  31.  Many  pension  plans  have  a  December  31  year  end. 
Consequently,  the  pension  costs  reflected  in  the  public  accounts  will 
not  necessarily  coincide  with  those  in  the  pension  plan  statements.  The 
degree  of  complexity  may  be  illustrated  in  attempting  to  ascertain 
precise  costs  for  the  TSF.  We  have  already  noted  how  the  elements  of 
cost  are  scattered  throughout  the  public  accounts.  In  addition,  the 
various  cost  elements  are  likely  to  be  stated  for  different  periods. 

The  Tteachers'  Superannuation  Act  provides: 

22.(1)  Annually  and  at  the  same  time  as  the  total  legislative 
grant  is  payable  to  the  board  or  other  authority,  the  Treasurer 
shall  place  to  the  credit  of  the  Fund  a  sum  equal  to  the  contri- 
butions made  by  or  on  behalf  of  the  persons  to  v*iom  this  Act  or  the 
regulations  apply. 

23.  All  sums  placed  to  the  credit  of  the  Fund  during  a  fiscal  year 
under  section  22  shall  be  deemed  to  have  been  credited  as  of  the 
1st  day  of  June  in  the  preceding  fiscal  year*,  and  the  Treasurer 
shall  pay  interest  thereon  for  the  period  between  that  day  and 
the  last  day  of  the  fiscal  year  in  v^ich  the  sums  were  actually 
received . 

Thus  the  government's  matching  contributions  are  made  under  section 
22  at  December  31  of  the  year  following  the  year  in  which  employees' 
contributions  have  been  made;  but  by  virtue  of  section  23  the  government 
payments  are  deemed  to  have  been  made  at  June  1  of  the  year  in  vnhich  the 
employees'  contributions  ^^ere  rrade.  Because  of  the  actual  postponement 
in  payment  there  is  also  an  interest  payment  for  19  months  at  the  time 
the  government's  contribution  is  actually  paid.  This  interest  is  at  the 
rate  of  6  per  cent  and  not  at  the  rate  for  the  non-marketable  deben- 
tures. Because  of  these  fiscal  arrangements  the  true  asset  position  of 
the  plan  at  the  date  for  the  actuarial  valuation  report  is  unlikely  to 
be  disclosed. 
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Further,  since  the  TSF  operates  on  a  calendar  year  basis  and  the 
government  payments  to  the  TSF  are  made  on  that  basis,  though  reported 
on  a  fiscal  year  basis  in  the  Public  Accounts,  the  expression  of  total 
expenditures  by  the  government  on  the  TSF  as  a  percentage  of  members' 
pensionable  earnings  in  a  fiscal  year  v\ould  also  be  distorted  if  these 
percentages  were  compared  with  percentages  for  other  plans. 

It  is  clear  that  a  number  of  difficulties  have  arisen  with  the 
increasing  conplexity  of  government  accounting;  but  some  changes  are 
absolutely  necessary  if  there  is  to  be  any  hope  of  identifying  the  cost 
of  pension  plans  in  the  public  sector. 

Cost  of  Supplemental  Liabilities 

Supplemental  liabilities,  which  include  both  experience  deficien- 
cies and  initial  unfunded  liabilities,  can  arise  for  several  reasons. 
In  considering  their  cost  and  how  the  cost  may  be  controlled,  it  is 
important  to  identify  the  cause  of  such  supplemental  liabilities.  They 
can  arise  in  two  general  ways:  first,  fran  actuarial  losses  -  that  is, 
differences  between  plan  experience  and  the  actuary's  forecasts;  and 
second,   from  changes  in  the  terms  and  conditions  of  the  plan. 

Actuarial  losses 

Where  actuarial  forecasts  are  not  borne  out  by  actual  experience, 
the  difference  may  be  caused  by  changes  in  the  funding  method,  changes 
in  the  actuarial  assumptions,  or  variance  of  actual  experience  from  the 
assumptions  made  and  the  projections  based  on  them.  The  Commission 
urges  a  more  stringent  control  of  the  actuarial  element,  both  by  re- 
quiring more  frequent  actuarial  valuations  with  contemporaneous  adjust- 
ment of  the  contributions  required  to  fund  any  supplemental  liabilities, 
and  a  move  toward  more  realism  in  those  assumptions  i^ere  practicable. 
Ihese  controls  are  discussed  in  the  section  on  cost  control.  Some 
supplemental  liabilities  fran  the  actuarial  element  are  inevitable,  but 
they  can  also  be  limited. 

The  TSF  experience  is  a  good  illustration  of  the  difficulty  of 
accurate  forecasting.  The  unfunded  actuarial  liability  of  the  TSF 
between  the  actuarial  valuations  for  the  periods  ending  December  31, 
1972  and  Decanber  31,  1975  increased  by  $800  million.  The  bulk  of  this 
increase  arose  from  the  unexpected  size  of  salary  increases  during  the 
three-year  period.  Annual  actuarial  valuations  would  have  revealed  the 
effect  of  the  salary  increases  and  allowed  adjustment  in  estimates  for 
both  current  service  and  special  payments.  Even  though  the  matching 
contribution  principle  would  have  prevented  any  adjustment  in  the  pay- 
ments there  would  have  been  awareness  of  the  problem  much  sooner  and, 
one  would  hope,  corrective  action. 
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Plan  Improvements 

When  a  plan  is  amended  so  as  to  improve  past  service  benefits 
(benefits  relating  to  any  service  of  anployees  before  the  date  of  the 
amendment),  an  initial  unfunded  liability  is  created.  The  cost  of  any 
improvement  for  botli  past  and  future  service  is  calculated  by  the  actu- 
ary and  special  payments  set  up  for  amortizing  the  unfunded  liability 
over  not  nrore  than  15  years.  Accountants  accept  the  special  payment  as 
the  annual  cost  of  the  benefit;  the  Commission  is  prepared  to  accept 
this  as  the  true  cost  of  the  benefit  provided  the  actuarial  estimate  has 
been  done  with  sufficient  conservatism.  Problems  have  arisen  in  the 
costing  of  early  retirement  provisions  and  indexing.  These  problems 
stQTi  from  incorrect  forecasts  of  utilization  rates  in  the  oost  of  early 
retirement,  and  inflation  rates  in  the  oost  of  indexing.  Costing  must 
be  done  with  great  care  to  ensure  that  those  v*io  will  receive  the  bene- 
fit will  be  responsible  for  a  fair  share  of  its  cost,  both  through  the 
employee's  own  contributions  and  through  the  employer  contributions 
attributable  to  that  employee,  v\^ich  in  turn  are  reflected  in  cost  as  a 
percentage  of  payroll. 

Early  retirement  privileges  without  actuarial  reduction  provide  an 
exanple  of  how  costs  may  be  obscured.  These  provisions  are  usually 
referred  to  as  "early  retirement"  but  in  some  plans  they  are  part  of 
the  retirement  age  structure  and  in  that  sense  are  not  early.  The 
PSSF  allows  normal  retirement  before  age  65:  at  age  60  with  20  years' 
service  or  when  age  and  service  total  90.  We  have  retained  the  use  of 
"early"   for  these  provisions  in  the  discussion  that  follows. 

Such  provisions  create  a  very  significant  retirement  subsidy 
and  a  substantial  but  well-concealed  "bridge"  benefit.  This  is  so 
because  pension  plans  providing  benefits  based  on  final  average  earnings 
generally  expect  to  gain  some  relief  from  the  "strain"  of  financing 
early  retirenent  because  the  actual  pension  is  based  on  current  earnings 
as  opposed  to  projected  earnings.  This  is  a  consequence  of  the  funding 
mechanism  and  tends  to  conceal  the  "true"   cost  of  early  retirement. 

For  example,  suppose  a  member  may  expect  to  have  average  earnings 
of  $15,000  between  ages  55  and  60  and  $19,000  between  60  and  65.  At  age 
60  the  plan  will  hold  an  actuarial  reserve  based  on  a  projected  salary 
of  $19,000  and  service  to  age  60.  If  the  member  retires  at  age  60, 
the  conversion  to  an  immediate  pension  based  on  $15,000  imposes  less 
financial  strain  on  the  fund  than  would  be  the  case  if  the  original 
actuarial  reserve  at  age  60  for  the  deferred  pension  was  only  based  on 
$15,000.  Moreover  the  member  retiring  at  age  60  has  five  years  less 
service  than  if  he  stayed  to  age  6  5,  unless  the  35-year  maximum  on 
credited  service  applies. 

Early  retirement  therefore  affects  the  pension  oost  in  the  follow- 
ing ways: 
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-  the  pension  is  based  on  a  lower  salary  average; 

-  t±ie  years  of  credited  service  are  reduced; 

-  the  pension  is  paid  for  a  longer  period; 

-  the  interest  earnings  are  reduced  because  the  pension   commences 
earlier; 

-  the  contribution  incane  is  reduced. 

Although  the  pension  amount  is  lower  on  early  retironent,  the  cost 
to  the  anployer  is  greater.  In  addition,  public  service  pensions  are 
indexed  for  inflation  (to  a  maximum  of  8  per  cent  per  annum).  This 
greatly  adds  to  the  value  of  the  early  retirement  pension,  makes  early 
retirement  much  more  attractive  to  employees,  and  magnifies  the  em- 
ployer's cost. 

In  addition,  integration  with  the  CPP  benefit  does  not  come  into 
effect  until  the  employee  reaches  age  65.  Therefore  the  early  retire- 
ment pension  consists  of  a  pension  for  life  plus  a  temporary  annuity  to 
age  65,   that  is  a  "bridge"  benefit  equal  to  the  CPP  benefit  at  age  65. 

Even  a  member  v*io  does  not  qualify  for  an  unreduced  pension  re- 
ceives a  subsidy  on  early  retirement.  This  may  be  illustrated  by  an 
examination  of  the  5  per  cent  annual  reduction  available  to  employees 
who  retire  after  age  55  but  v*io  do  not  satisfy  the  60  and  20  requirement 
or  the  rule  of  90.  The  reduction  is  sometimes  described  as  a  "penalty," 
but  in  fact  it  represents  a  major  benefit. 

Let  us  compare  the  early  retirement  pension  with  the  value  of  a 
pension  commencing  at  age  65. 

Table  1 

Early  Retirement  Pensions,  Value  at  Various  Ages  of   Commencement   with 

and  without  Subsidy 

(1)  ~~~ 

Age 

65 
62 
60 
55 


(2) 

(3) 

(4) 

No  subsidy 

i.e.,  market 

Subsidized  early 

Ratio  of 

value  equivalent 

retirement  (5%  p. a.) 

(3):(2) 

(Per  cent) 

(Per  cent) 

(Per  cent) 

100.00 

100.00 

100 

76.49 

85.00 

111 

64.28 

75.00 

117 

42.24 

50.00 

118 
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Column  (2)  in  I^ble  1  was  determined  using  the  GA-1971  Mortality 
Table  and  7.25  per  cent  interest,  assuming  no  indexing  and  a  pre- 
retirement death  benefit  at  the  actuarial  equivalent  of  the  benefits 
involved . 

If  the  early  retirement  pension  were   unreduced,    we   would  merely 
substitute  100  per  cent  for  all   figures   in  column  3.      This   calculation 
wDuld  demonstrate  the  large  subsidy  involved   in  unreduced  early  retire- 
ment at  younger  ages. 

Thus  we  see  that  the  true  cost  must  be  very  carefully  assessed,  and 
that  costing  of  pressed  benefits  before  they  are  introduced  to  reveal 
the  full  cost  is  essential.  Otherwise  the  true  cost  will  only  reveal 
itself  later  in  the  increased  size  of  supplemental  liabilities. 

Distortion  of  costs  for  the  situations  mentioned  above  may  be 
present  from  time  to  time  in  any  or  all  of  the  defined  benefit  plans  in 
the  public  sector.  Before  considering  recommendations  for  cost  control 
which  will  entail  removing  some  of  the  distortion  and  keeping  in  mind 
the  tentativeness  of  the  figures,  v«  address  the  magnitude  of  costs  in 
the  major  public  sector  plans. 


MACJJITUEE  CF  COSTS  AND  LIABILITIES 

Sane  consideration  of  the  present  cost  figures  for  public  sector 
plans  will  illustrate  the  enormous  size  of  some  of  the  plans,  their 
annual  cost  and  their  unfunded  actuarial  liabilities  vhich  still  are  to 
be  paid  for  in  the  future.  For  the  purposes  of  this  discussion  we  con- 
centrate on  PSSF,  TSF,  CMERS,  HOOPP,  Hydro,  and  Vforkmen's  Compensation 
Board  (WCB). 

Tb  deal  with  assets,  actuarial  liabilities,  and  unfunded  actuarial 
liabilities,  l^ble  2  was  prepared  frcm  the  actuarial  reports  for  tliese 
plans  for  the  period  from  1969  to  the  latest  ones  filed  with  the  Pension 
Cannmission  of  Ontario  as  of  the  fall  of  1980.  The  most  recent  report 
studied  was  that  of  Hydro  for  the  period  ending  December  31,  1979. 
However,  the  actuarial  valuations  using  the  level  premium,  entry  age 
normal  method  of  funding  (PSSF,  TSF  and  WCB)  included  the  present  value 
of  future  contributions  fran  employers  and  employees  in  the  total  value 
of  the  assets.  T^le  3  was  therefore  prepared  to  eliminate  these  future 
contributions  from  both  the  asset  and  actuarial  liability  figures  for 
these  plans  so  that  we  could  deal  with  more  tangible  values. 

(In  preparing  Table  3,  it  was  also  recognized  that  some  of  the 
assets  are  valued  at  more  than  their  present  market  value  -  with  a 
correspondingly  higher  figure  for  actuarial  liability  -  because  of  the 
practice  of  capitalizing  interest  which  is  in  excess  of  that  based  on 
the  actuarially  assumed  rate.  (See  Volume  II,  Chapter  9).  It  was 
not  felt  necessary  to  adjust   for   this  difference   for   the  purposes  of 
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Table  3;  but  it  should  be  noted  that  in  the  TSF,  for  example,  such  an 
adjustment  wDuld  result  in  figures  at  December  31,  1978  of  $3.2  billion 
for  assets  and  $4.3  billion  for  the  actuarial  liability). 

The  information  in  "teble  3  may  be  analyzed  in  several  ways.  First, 
there  is  the  picture  in  absolute  dollars.  We  see,  for  example,  that  in 
less  than  ten  years  the  TSF  assets  had  grown  fran  $727  million  to  $4.5 
billion.  The  total  combined  assets  of  these  six  plans  for  various  peri- 
ods, with  the  latest  being  December  31,  1979,  was  nearly  $9  billion. 

Secondly,  one  can  apply  these  total  assets  against  a  total  actuar- 
ial liability  of  $10.6  billion  and  arrive  at  a  total  unfunded  actuarial 
liability  of  close  to  $1.7  billion.  The  unfunded  actuarial  liability 
amounted  to  16  per  cent  of  total  actuarial  liability;  that  is,  the 
overall  proportion  funded  was  84  per  cent.  Totals,  however,  in  this 
respect  are  misleading,  and  one  must  examine  the  figures  for  the  various 
plans  to  assess  how  vvell  they  were  funded. 

More  significant  is  the  change  in  the  funded  position  over  the 
period.  For  example,  the  PSSF  had  an  unfunded  actuarial  liability  vAiich 
was  21.8  per  cent  of  actuarial  liability  at  December  31,  1970.  By 
December  31,  1976  it  had  risen  to  32.1  per  cent,  indicating  that  the 
funded  position  of  the  plan  had  deteriorated.  At  the  other  extreme. 
Hydro  had  an  unfunded  actuarial  liability  at  December  31,  1970  of  $31.9 
million,  or  8.9  per  cent  of  the  actuarial  liability,  but  by  Decat±ier  31, 
1979  it  had  a  surplus  of  $80.8  million,  or  6.7  per  cent  of  the  actuarial 
liability. 

Since  1976  other  costs  and  liabilities  have  been  building  as 
a  result  of  indexing  of  the  PSSF  and  the  TSF  plans.  These  costs  are 
not  reflected  in  the  unfunded  actuarial  liabilities  shown  in  Tables  2 
and  3. 

Of  particular  interest  in  the  quest  for  cost  control  is  the  latter 
part  of  the  table  v^hich  ages  the  information  available.  Obviously  there 
is  no  uniform  period  on  vvhich  the  plans  may  be  compared  properly,  and  no 
basis  for  obtaining  an  overall  picture  of  the  cost  position  of  the  plans 
either  in  absolute  dollars  or  in  growth  trends. 

The  plans  may  also  be  assessed  by  considering  the  cost  to  the 
employer  as  a  percentage  of  payroll.  Results  of  this  method  are  also 
subject  to  reservations  as  to  accuracy.  However  an  assessment  was  un- 
dertaken and  the  results  appear  in  the  public  sector  study  data  (Volume 
VII,  Tables  8.1  to  8.5).  These  tables  show  public  sector  employer 
payments  as  a  percentage  of  pensionable  payroll  over  a  period  from  1971 
to  1977.  Ihe  costs  reflect  all  the  costs,  as  in  our  example  for  the 
TSF,  except  administrative  expenses. 
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In  1977  pension  payments  made  by  government  as  the  employer's  share 
of  cost  ranged  from  .5  per  cent  of  payroll  in  the  Ontario  Milk  Marketing 
Plan  to  a  high  of  26.48  per  cent  for  the  City  of  Toronto  Civic  Employ- 
ees. Ihe  Ontario  Hydro  Pension  Plan  cost  was  15.48  per  cent,  Teachers' 
Superannuation  (TSF)  13.75  per  cent,  and  Public  Service  Superannuation 
(PSSF)  9.94  per  cent  of  payroll  for  the  same  year.  However  when  we 
consider  the  effect  of  the  funding  method  chosen  we  realize  that  the 
percentages  themselves,  for  comparative  purposes  among  plans  are  not 
very  useful  for  those  plans  using  an  accrued  benefit  method  since  a 
determining  factor  is  tlie  point  of  progress  through  the  funding  period. 
For  level  premium  funding,  theoretically,  the  percentage  will  be  con- 
stant and  could  be  more  informative  for  actual  pension  costs.  Both 
methods,  however,  are  affected  in  reality  by  the  size  of  experience 
deficiencies  and  other  supplemental  liabilities  v*iich  are  being  paid  off 
over  different  periods,  thus  obscuring  the  direct  effect  of  method  on 
cost  for  the  actual  plans. 

The  percentages  in  general  do  show  a  general  rise  from  those  in 
1971  to  those  in  1977.  Ihe  reasons  for  the  changes  could  be  several, 
with  one  or  rrore  applicable  to  each  plan.  These  oould  be:  a  change  in 
funding  method;  a  change  in  actuarial  assumptions;  improvements  in 
benefit  structure  or  plan  features;  or  changes  in  amounts  or  timing  of 
payments  to  reduce  unfunded  liabilities. 

What  is  important  is  that  there  is  a  distinct  and  marked  trend 
towards  increased  cost  as  a  percentage  of  payroll  and  increased  unfunded 
actuarial  liabilities.  Qjr  investigations  have  convinced  us  that  not 
enough  control  is  being  exerted  over  these  costs  and  that  it  is  impera- 
tive that  an  improved  cost  control  system  be  adopted  now. 


CCMPARISCN  WITH  THE  PRIVATE  SECTOR 

The  Gcmmission  was  specifically  charged  to  study  the  interrela- 
tionship between  private  sector  plans  and  public  employee  pension  plans. 
In  his  statement  to  the  Legislature  on  establishing  this  Ccmmission,  the 
Premier  referred  to  the  conspicuous  fully-indexed  benefits  of  public 
employee  pension  plans.  This  feature  like  no  other  has  reinforced  the 
public's  impression  of  a  privileged  position  for  public  sector  anployees 
vis-a-vis  other  employees.  The  public  has  been  vocal  on  this  divisive 
issue,  and  submissions  to  the  Commission  raised  this  matter  and  drew 
comparisons  with  the  private  sector. 

Dominion  Foundries  and  Steel  Limited,   Brief  129: 

"When  Ottawa  or  any  other  level  of  government  pays  a  wage  rate  or 
offers  a  benefit  which  is  significantly  greater  than  what  is 
considered  the  norm  in  the  private  sector,  the  labour  force  in  the 
private  sector  will  quite  correctly  strive  to  obtain  that  higher 
wage  level  or  better  benefit.      Problems   arise  v^^en   the  private 
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sector  cannot  afford  to  follow  the  lead  of  government ....  The 
question  really  beccxnes  not  \rthether  government  can  afford  to  fund 
the  indexing  of  pensions  for  its  WDrk  force,  but  beocmes  a  question 
of  whether  the  private  sector  can." 

Mr.   Robert  E.   Costello,  Brief  37: 

"I  am  100  per  cent  against  the  indexed  pensions  now  being  paid  to 
Federal  Government  MPs  and  civil  service.  They  are  not  fully 
funded  and  place  a  burden  on  the  taxpayer  who  quite  often  has 
little  or  no  pension  benefits. ...  Industry  pension  plans  cannot 
compete  with  those  offered  by  Federal  or  Ontario  governments  and  I 
see  no  reason  viiy  the  governments  should  lead  in  this  area  -  they 
tend  to  lag  in  other  areas,  i.e.,  productivity,  efficiency,  control 
of  spending,  etc." 

United  Church  of  Canada,   Brief  206: 

"...we  believe  that  a  ccmmon  basis  could  be  found  in  the  proposi- 
tion that  no  one  sector  of  anployees  seeks,  nor  should  be  granted, 
an  advantage  not  available  to  another  sector.  Further,  since  it 
has  been  generally  agreed  that  fiscal  policy  is  one  of  the  factors 
influencing  the  rate  of  inflation  it  should  be  questioned  whether 
it  is  desirable  in  principle  to  insulate  those  policy  makers  from 
the  possible  adverse  consequences  of  their  decisions."    (p. 21) 

Southam  Press  Limited,  Brief  251: 

"A  point  of  concern  to  us  at  this  time  is  the  disparity  between 
benefits  under  our  final-average  plan  and  those  of  many  public 
service  plans,  including  their  indexing.  It  disturbs  our  employ- 
ees.    And   it  disturbs  management  for  two  reasons. 

"The  first  is  the  impractical ity  of  our  being  able  to  follow  suit. 
Our  final-average  plan  is  reasonable  and  v^e  would  like  to  be  able 
to  upgrade  gradually,   but  not  to  vhat  appears  an  unnecessary  level. 

"The  second  reason  concerns  that  level.  Vfe  cannot  see  the  ration- 
ale for  public  service  pensions  that  provide  for  full-service 
individuals  at  age  65  a  post-retirement  net  income,  indexed, 
that  is  over  91  per  cent  of  pre-retirement  net  income  at  the 
$10,000  per  year  gross  pay  level,  and  not  less  than  80  per  cent  of 
pre-retirement  net  income  for  gross  levels  up  to  $35,000  per  year. 
This  arises  as  a  result  of  the  cessation  of  retirement  plan, 
CPP/QPP  and  UIC  contributions  coupled  with  CPP/QPP  and  C^  payments 
plus  tax  benefits  for  those  aged  65  and  over."    (pp.   1-2) 
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Ontario  Hydro,   Brief  299: 

'"Itie  environment  in  which  business  and  industry  are  forced  to 
operate  is  quite  different  from  government  in  that  private  sector 
enterprises  are  expected  to  cover  all  costs,  including  actuarially 
determined  pension  liabilities.  However,  it  is  the  private  sector 
in  which  productivity  gains  have  to  be  made. 

"Employees  in  private  organizations  want  pensions  equivalent  to 
those  already  made  available  to  many  public  servants.  Consequently, 
incompatibility  between  government  and  private  sector  pensions 
generates  tensions. 

"It  is  therefore  recommended  that. .  .pension  plans  for  government 
employees  be  reasonably  comparable  with  private  plans."    (pp.    1-2) 

Algoma  Steel,   Brief  218: 

"Governments,  as  an  employer,  must  be  responsible  employers.  They 
must  also  respect  the  rules  v*iich  apply  to  the  private  sector  in 
their  dealings  with  their  employees.  As  an  employer,  government 
should  not  set  standards  beyond  those  which  are  reasonable."    (p. 28) 

The  Canmission  believes  that  government  must  take  notice  of  these 
strong  public  statements  concerning  differences  between  public  and 
private  employee  benefits,  especially  in  the  pension  area.  The  general 
evidence  supports  the  contention  that  public  sector  employees  are  better 
off  in  terms  of  pension  benefits  than  are  private  sector  employees. 
Coverage  is  higher  in  the  public  sector  -  94.8  per  cent  compared  with 
39.1  per  cent.  Plan  benefits  are  generally  higher  in  the  public  sector. 
Almost  96  per  cent  of  plan  members  in  the  public  sector  are  in  a  final 
earnings  plan  compared  with  31  per  cent  in  the  private  sector.  About  83 
per  cent  have  survivor  benefits  oonpared  with  21  per  cent  in  the  private 
sector  and  81  per  cent  have  a  full  accrued  disability  benefit  in  the 
plan  compared  with  28  per  cent  of  private  sector  members.  Almost  no 
members  in  the  private  sector  have  automatic  adjustment  for  inflation 
(95.2  per  cent)  v^ile  almost  60  per  cent  of  members  in  the  public  sector 
have  some  automatic  protection.  A  good  measure  of  portability  exists 
within  the  public  sector  through  reciprocal  transfer  agreements,  which 
are  virtually  non-existent  in  the  private  sector.  Public  sector  plans 
permit  a  wide  variety  of  relief  from  the  continuous  service  require- 
ment. Past  service  cptions  vi^ich  take  into  account  military  service 
are  widespread.  Contributions  may  be  made  while  receiving  Workmen's 
Conpensation  benefits. 

The  cost  of  pensions  is  inevitably  affected  by  their  generosity. 
It  is  cost  v^ich  must  be  the  limiting  factor  in  assessing  public  sector 
benefits.  In  the  Commission's  opinion,  the  taxpayer  must  not  be  obliged 
to  shoulder  the  oost  of  pension   benefits   for  public   sector  employees 
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at  a  level   they  cannot  hope   to  gain   for   themselves   because   of   cost 
limitations  in  the  private  sector. 

The  Conimission  therefore  recanmends  that: 

The  Government  of  Ontario  seek  to  achieve  parity  with  the  private 
sector  in  total  compensation  of  its  employees,  and  in  particular 
should  not  provide  pension  benefits  more  generous  than  those 
generally  available  in  the  private  sector,  measured  by  the  full  and 
true  cost  of  such  benefits.  The  government  should  not  lead  the  vey 
for  the  private  sector,  particularly  in  the  areas  of  inflation 
adjustment  and  early  retirement  without  actuarial  reduction. 

Does  the  Public  Sector  in  Fact  Lead? 

We  have  made  the  point  that  government  is  not  subject  to  the 
same  cost  constraints  as  the  employer  in  the  private  sector  who  must 
make  a  profit  to  survive  and  vho  must  constantly  seek  to  control  costs. 
Government  has  other  factors  V(*iich  force  it  to  control  costs  but  these 
are  less  immediate.  It  also  is  in  a  different  position  from  the  private 
employer  v*ien  it  sits  down  at  the  bargaining  table  to  settle  employee 
benefit  structures. 

For  many  years,  the  conventional  wisdan  was  that  public  servants, 
although  lower  paid  than  workers  in  the  private  sector,  had  better  pen- 
sion benefits  to  oaiipensate.  The  general  comparative  evidence  given  for 
the  availability  of  desirable  benefits  raises  doubt  about  the  continuing 
validity  of  that  assumption.  The  difficulty  of  assessing  v^hether  or  not 
public  and  private  sectors  in  fact  have  a  rough  parity  in  employment 
benefits  is  that  of  establishing  a  measure  for  comparison.  The  problem 
arises  not  only  between  the  public  and  private  sectors  but  within  each 
of  the  sectors  themselves.  For  example,  would  one  seek  to  compare 
a  private  sector  plan  with  the  PSSF  or  with  the  WCB  or  the  Queen's 
University  plan?  Vfould  one  conpare  a  public  sector  plan  with  the  plan 
of  aiell  Oil,  Algoma  Steel,  Eaton's,  or  that  of  an  employer  of  50  peo- 
ple? If  one  decides  to  compare  the  PSSF  and  Algoma  Steel,  then  what 
constitutes  total  ccmpensation  for  purposes  of  conparability  -  salaries, 
pensions,  group  insurance,  sick  leave  benefits,  subsidized  lunches, 
working  hours,   etc.? 

This  Commission  was  in  no  position  to  begin  to  assess  total  com- 
pensation. Even  looking  at  pensions  alone,  oonparisons  are  exceedingly 
difficult.  At  least  three  approaches  are  possible.  The  first  is  to 
compare  benefits  paid  out  at  any  point  in  time  to  employees  with  the 
same  salary,  ag^,  and  service  characteristics  on  the  basis  of  the  em- 
ployer's cost  of  providing  such  benefits.  A  survey  was  undertaken 
several  years  ago  caiiparing  PSSF  pensions  with  those  of  twelve  large 
employers  in  the  private  sector.  Benefits  VNere  ccmpared  on  the  basis  of 
the  basic  pension  each  onployee  would  have  received  from  the  employer's 
contribution  for  service  with  the  PSSF  and  with  each  of   the   companies 
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compared.  Costs  as  a  percentage  of  payroll  were  also  compared.  In  the 
result,  the  PSSF  ranked  in  the  top  one-third  of  the  companies  surveyed 
for  basic  pension  benefits,  pension  costs  as  a  percentage  of  payroll, 
inflation  adjustments,  and  survivor  benefits.  PSSF  was  at  or  near 
the  top  for  early  retirement  benefits.  Fifty  per  cent  of  the  private 
conpanies  also  had  savings  plans  with  employer  contributions,  while  the 
the  Government  of  Qitario  had  no  such  arrangements  for   its  employees. 

The  PSSF  total  pension  cost  as  a  percentage  of  payroll  v^s  shown  as 
13  per  cent.  Two  of  the  private  plans  had  percentages  slightly  in 
excess  of  this,  but  in  only  one  did  the  employee's  oost  as  a  percentage 
of  payroll  exceed  that  of  the  PSSF.  Vliile  the  comparison  indicates  that 
the  PSSF  is  in  the  top  range  of  large  employers  in  pension  benefits,  the 
conparison  is  not  conclusive. 

A  second  approach  is  to  value  the  pension  benefit  on  the  basis  of 
what  it  would  cost  the  government  as  employer  to  provide  a  benefit  simi- 
lar to  that  provided  in  the  private  sector.  This  approach  is  referred 
to  as  the  "level  of  compensation  method"  in  the  Tbmenson-Alexander 
report  on  the  Federal  Public  Service  pension  plan. 

"Under  this  method  one  assumes  the  characteristics  of  the  Federal 
Public  Service  -  such  as  age,  sex,  years  of  service  and  turnover 
experience  -  and  determines  the  total  value  of  that  benefit  program 
if  it  vvere  adopted  by  the  Federal  Public  Service.  Fran  this  total 
value  would  be  deducted  the  employee  contributions  in  order  to 
determine  the  net  value  of  the  plan  to  the  employees ."( 5 ) 

It  is  argued  that  this  approach  is  to  be  preferred  over  the  first 
one  because  the  onployer's  oost  as  a  percentage  of  payroll  in  the  former 
approach  reflects  the  funding  pattern,  partly  in  the  method  of  funding 
and  partly  in  the  time  for  amortization  of  unfunded  liabilities.  Vari- 
ations in  contribution  rates  v\ould  invalidate  the  comparison  of  values 
with  those  in  the  private  sector. 

A  third  approach  is  an  overall  assessment  of  the  features  included 
in  a  plan  fron  a  "cost  rating"  viewpoint.  DDes  a  plan  include  features 
v^ich  are  known  to  be  costly?  Features  which  are  expensive  will  not 
commonly  appear  in  most  plans.  Oie  need  only  look  at  the  various  tables 
in  Pension  Plans  in  Canada  1978  (Statistics  Canada)  to  observe  that  most 
plans  will  not  include  some  or  all  of:  a  final  average  formula;  index- 
ation, full  or  partial;  early  retirement  without  actuarial  reduction; 
survivor  benefits;  reciprocal   transfer  rights. 

However,  if  we  then  examine  the  five  major  public  sector  plans  and 
the  WCB  plan  we  find: 

-     all  have  a  final  or  best  average  formula; 
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-  OMERS  and  HOOPP  do  not  provide  some  indexing   of  benefits   after 
retirement;  Hydro  has  ed  hoc  adjustments  on  a  regular  basis; 

-  only  CMERS  does  not  have  unreduced  early  retirement,    except   in 
supplaxientary  plans; 

-  all  provide  for  a  50  per  cent  widow's  pension  on  death   after 
retirement 

-  all  have  some  reciprocal  transfer  rights. 

From  the  foregoing  it  appears  that  these  public  sector  plans  are 
above  average  in  providing  desirable  plan  features.  It  can  therefore 
be  argued  that  these  plans  must  be  more  costly  than  average  plans  in 
the  private  sector.  While  this  approach  is  useful,  it  must  also  be 
ranennbered  that  employee  contributions  may  also  be  higher  than  average; 
the  QTiployees  argue  that  they  are  in  fact  paying  for  the  desirable 
benefits. 

PSSF  and  TSF  members  pay  7  per  cent  of  salary  (6  per  cent  plus 
1  per  cent  for  indexing);  CMERS,  7  per  cent;  HOOPP  and  VKB,  6  per  cent; 
Hydro,  5  per  cent  (all  with  some  type  of  CPP  integration  in  the  contri- 
bution formula) . 

The  question  therefore  is  v^ether  the  additional  contribution  above 
what  is  considered  average  is  sufficient  in  relation  to  the  above- 
average  cost.  We  have  already  noted  that  the  1  per  cent  contribution  to 
SABA  is  not  sufficient  to  fund  the  indexing  of  retirement  benefits  for 
the  PSSF  and  the  ISF. 

Ccmparisons  by  per  cent  of  payroll  costs  with  the  private  sector 
may  also  be  helpful  in  considering  the  plan  feature  cost  rating.  The 
Financial  Executive  Institute  Canada  Report  on  Survey  of  Pension  Plans 
in  Canada,  March  1980,  reveals  an  average  anployee  contribution  rate  of 
4.2  per  cent  of  salary.  The  cost  to  the  employers  in  the  sample  is 
shown  in  the  following  table  taken  from  the  report: 
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Table  4 

1t)tal  Annual  Pension  Costs  to  Selected  Einployers  Including  Past  Service 
Cost  and  Experience  Deficiency  Write-Off  as  Percentage  of  Salary  and 
Wages,   Canada 


Fiscal 

years 

Estimated 

Actual 

Actual 

Actual 

current 

latest 

prev 

'ious 

1974 

(%) 

(%) 

(%) 

(%) 

Under  5% 

32 

16.7 

41 

18.9 

44 

20.3 

44 

25.2 

5%  to  7.4% 

52 

27.2 

52 

24.2 

51 

23.6 

50 

28.5 

7.5%  to  9.9% 

52 

27.2 

58 

27.0 

59 

27.4 

36 

20.6 

Over  10% 

55 

28.9 

64 

29.9 

62 

28.7 

45 

25.7 

191 

100.0 

215 

100.0 

216 

100.0 

175 

100.0 

Not  given 

57 

33 

32 

73 

Total 

248 

248 

248 

248 

Average  cost 

9.4% 

9.9% 

9.4% 

8.1% 

Source  FEI  Canada,  Report  on 

Survey 

of  Pension  Plans  in 

Canada, 

March 

1980,   I^le  10. 

The  FEI  study  canvassed  205  corporations  with  total  net  capital  of 
$227.8  billion,  sponsoring  248  pension  plans.  These  represent  larger 
employers  so  that  averages  are  for  this  group  and  are  not  diluted  by 
costs  for  anall  employers. 

Again  recognizing  the  problons  of  direct  ccmparability,  v>e  refer  to 
the  public  sector  study  data  on  employer's  cost  as  a  percentage  of 
payroll  for  public  sector  plans  (see  Tables  8.1-8.10  of  the  study  in 
Volume  VII).  FEI  data  are  for  tlie  fiscal  i^ar  1978;  the  public  sector 
study  data  are  for  1977. 

Table  5 

Enployer's  Payments  into  Pension  Plan  as  a  Percent- 
age of  Ffension  Payroll,  1977  -  Six  Plans,  Ontario 
Public  Sector 

Per  cent 


PSSF 

TSF 

OMERS 

HOOPP 

Hydro 

WCB 


9.94(a) 
13.75(a) 

(b) 
7.69 
15.48 
9.05 


a  Includes  1  per  cent  contribution  under  SABA, 
b  Not  available  for  1977. 
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Per 

cent 

16. 

94 

20. 

75 

13. 

69 

20. 

48 

15. 

05 

If  we  then  add  the  average  employee's  contribution  to  the  FEI 
results  and  the  actual  employee's  contribution  to  the  public  sector 
plans  we  find  total  cost  percentages  as  follows: 

Table  6 

Total  Payments  into  Pension  Plan  as  a  Percentage  of 
Pensionable  Payroll  -  Six  Plans,  Ontario  Public 
Sector  and  FEI  Study  Average 


PSSF  (1977) 

TSF  (1977) 

HOOPP  (1977) 

Hydro  (1977) 

WCB  (1977) 

FEI  (1978)  14.1 


Despite  the  difficulties  in  comparing  the  data,  the  Commission 
finds  fran  this  cost  rating  a  clear  inference  that  the  public  sector 
is  providing  better  benefits  than  many  private  sector  plans  of  larger 
employers  and  is  also  paying  a  higher  percentage  of  payroll  to  provide 
pension  benefits. 

Whether  the  government  is  leading  the  private  sector  in  total 
canpensation  is  beyond  the  competence  of  this  Conmission  to  assess,  but 
for  pension  cost  alone  the  Ccxrimission  finds  the  demonstrated  difference 
disturbing.  The  Commission  is  of  the  opinion  that  more  effective  cost 
assessment  and  control  is  needed  for  public  sector  plans. 


EFFECTIVE  COST  COSITROL 

The  public  sector  has  127  pension  plans,  almost  none  of  which  comes 
under  direct  government  control.  Interposed  between  the  government  and 
employees  are  employers  such  as  school  boards,  municipalities,  and 
hospitals.  Each  of  these  employers  may  come  under  a  particular  ministry 
of  the  government  or  may  be  a  Crown  corporation  or  agency  such  as  Hydro. 
Pensions  form  only  one  part  of  an  employment  benefits  package  v^ich  has 
to  be  settled  with  the  anployees,  whether  informally  or  through  formal 
bargaining  with  a  union.  Tb  bring  seme  oonsistency  and  order  into  the 
current  situation  and  so  permit  cost  control  is  a  major  problem  for  the 
public  sector. 

It  was  suggested  to  the  Commission  that  there  be  some  attempt 
to  standardize  pension  benefits  for  all  public  sector  employees  by 
ccsmbining  all  pension  provisions  into  a  single  plan  which  could  be 
operated  by  one  pension  board  or  ministry.  Ihe  Conmission  rejected  such 
a  possibility  on  the  ground  that  the  disruption  created  would   be   impos- 
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sible  to  oope  with  on  a  defined  benefit  basis  without  many  arbitrary 
decisions  which  would  have  to  be  forced  on  employees.  The  various 
pension  plans  have  grown  and  adapted  to  the  particular  work-forces  vtiich 
they  serve,  and  this  stould  continue  until  some  better  method  can  be 
instituted   for  assessing  pension  comparability. 

Ihe  financing  structures  of  the  various  employers  are  also  very 
diverse,  reflecting  the  policies  of  different  ministries  within  the 
government.  A  consistent  policy  might  be  achieved  by  putting  all  pen- 
sion benefits  under  a  pension  board  or  ministry;  but  the  Commission 
also  rejects  this  approach  because  pensions  are  only  one  element  of 
employees'  compensation  and  should  not  be  administered  separately  from 
the  other  elements. 

In  the  Commission's  opinion,  diversity  in  pension  benefits  in  the 
127  plans  should  be  permitted  to  continue,  but  steps  must  be  taken  to 
isolate  and  control  the  cost  of  the  plans.  The  present  government 
structure  requires  cost  control  through  approval  of  the  estimates  of 
government  ministries  and  agencies  by  the  Legislature,  and  of  bodies  at 
the  municipal  level  by  the  taxpayers.  Ihe  weakness  in  cost  control  is 
that  pension  costs  are  not  always  identified  and  are  not  always  stated 
as  a  total  cost. 

We  have  seen  how  the  total  cost  of  a  plan  can  be  obscured  by  the 
matching  contribution  principle,  by  failure  to  isolate  the  complete  cost 
of  all  benefits  and  by  failure  to  attribute  all  elanents  of  pension  cost 
to  the  particular  employer. 

The  practices  of  the  six  plans  we  have  used  in  previous  examples 
indicate  the  difficulties  in  isolating  and  charging  pension  costs  in  a 
way  that  lends   itself  to  control. 

For  the  PSSF,  compensation  costs  (salaries,  pensions,  and  other 
benefits)  are  charged  directly  to  the  appropriate  ministry  or  agency  of 
government.  The  charge  for  pensions  includes  current  contributions  as 
well  as  payments  toward  deficiencies.  (Previously  deficiencies  were 
paid  centrally  and  charged  to  the  Ministry  of  Government  Services). 

For  the  TSF,  contributions  by  the  government  to  the  pension  fund 
are  charged  to  the  Ministry  of  Education.  While  these  amounts  are 
looked  upon  by  the  Ministry  of  Education  as  part  of  the  total  spending 
by  government  on  education  (within  the  terms  of  the  "Edmonton  Agree- 
ment"), there  is  no  specific  or  direct  charge  to  school  boards.  Except 
for  some  separate  school  boards,  the  local  boards  have  no  knowledge  of 
or  responsibility  for  their  share  of  the  cost  of  the  teachers'  pension 
plan.  Even  where  these  separate  school  boards  have  pension  charges,  the 
charge  is  for  current  contributions  only  and  not  for  special  payments  to 
amortize  deficiencies.  The  Commission  favours  steps  that  recognize 
these  pension  costs  as  part  of  the  specific  amounts  charged  to  indi- 
vidual  school  boards. 
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For  CMERS,  the  cost  of  the  basic  plan  is  determined  by  the  OMERS 
board  and  a  set  percentage  of  payroll  is  charged  to  each  nember  munici- 
pality. These  pension  costs  then  are  borne  by  the  individual  munici- 
palities directly  and  they  appear  as  expenditures  which  must  be  financed 
out  of  provincial  grants  and  municipal  tax  levies.  Pension  costs  are 
not  a  specific  item  in  municipal  grants  from  the  provincial  govern- 
ment; they  are  covered  by  the  unconditional  grants.  Three  or  four 
supplemental  programs  for  municipal  workers  are  also  administered  by 
OMERS.  These  are  at  the  option  of  the  individual  municipality,  and  the 
employer's  share  of  the  cost  is  borne  entirely  by  the  municipality.  For 
these  plans  CMERS  develops  individual  operational  experience  and  costs 
for  individual  municipalities  so  that  each  municipality  in  fact  pays  its 
own  cost. 

For  HOOPP,  costs  are  fixed  and  charged  to  member  hospitals  in  much 
the  same  way  as  CMERS.  Pension  costs  are  part  of  the  hospital  budgets 
submitted  to  the  Ministry  of  Health. 

For  Hydro,  pension  costs  are  charged  directly  to  the  corporation's 
own  accounts,  and  therefore  are  to  be  recovered  out  of  utility  rates 
charged   to  the  public. 

For  the  WCB,  pension  costs  are  charged  directly  in  its  own  ac- 
counts. These  costs  then  affect  the  rates  charged  to  employers  for 
Workmen's  Compensation  coverage. 

Cost  Control  Responsibility 

In  considering  the  variety  in  nethods  of  charging  pension  costs, 
the  Commission  concluded  that  a  number  of  steps  should  be  taken  to 
ensure  effective  cost  control.  These  involve  three  areas  on  which  the 
Canmission  has  developed  reconmendations.     These  areas  are: 

1.  Determination  of  total  cost  of  pension; 

2.  Disclosure  of  total  cost; 

3.  Assessment  of  total  cost. 

There  must,  however,  be  one  body  responsible  for  applying  the 
instruments  of  cost  control.  In  the  Ccsnmission's  opinion,  this  juris- 
diction should  be  assumed  directly  by  Management  Board  of  Cabinet, 
as  the  agency  which  has  the  closest  responsibility  for  controlling 
government  spending  in  its  broadest  sense.  Unless  control  is  exercised 
at  this  level,  pension  plan  costs  can  quickly  get  out  of  hand  in  the 
total  cost  context.  (The  TSF  offers  a  sobering  example  of  how  cost 
impact  can  be  lost  through  divided  responsibility.  While  local  school 
boards  have  the  responsibility  to  negotiate  and  pay  teachers'  salaries, 
pension  costs  -  which  are  affected  directly  by  increased  salaries  - 
are  paid  for  by  the  Ministry  of   Education,   which   has   no  control  over 


148 


salaries).     Managanent  Board   is  in  t±ie  best  position   to  assume  overall 
cxDntrol  of  pension  costs. 

Management  Board  should  be  assisted  in  its  responsibility  by  the 
Treasury  which  has  the  expertise  to  make  independent  cost  determinations 
to  ensure  that  the  true  cost  picture  is  available.  The  Commission 
therefore  recommends: 

1.  That  responsibility  for  cost  control  of  all  public  sector 
pension  plans  be  placed  with  Management  Board  of  Cabinet,  with 
power  to  scrutinize  the  operation  of  each  plan  and  to  control 
the  cost  and  obligations  of  each  plan  through  budgetary  control 
of  the  plan  sponsor. 

2.  lb  assist  Management  Board  in  its  responsibility.  Treasury 
assume  four  independent  responsibilities  relating  to  public 
sector  pension  plans: 

(i)  to  set  the  inflation  factor  for  use  in  determining  sal- 
ary scales  and  interest  rates  as  required  for  actuarial 
valuations  of  public  sector  plans; 

(ii)  to  scrutinize  and  evaluate  from  a  true  and  total  cost 
perspective  the  actual  operating  experience  of  each 
public  sector  pension  plan  and  to  report  its  findings  to 
Management  Board; 

(iii)  to  evaluate  the  true  and  total  cost  of  proposals  for 
change  in  each  plan  and  determine  the  contribution  rates 
for  both  employees  and  anployer  to  pay  the  full  cost  of 
such  changes,  (all  proposals  to  be  submitted  through 
Management  Board  to  Treasury  for  costing  before  any 
such  change  is  made),  and  to  report  its  findings  to 
Management  Board;  such  findings  shall  also  be  available 
to  the  public  upon  request; 

(iv)  to  report  periodically  to  the  public  on  the  operation  of 
public  sector  pension  plans  and  in  particular  the  cost 
of  the  plans  in  dollars  and  as  a  percentage  of  payroll 
and  the  cost-sharing  between  employer  and  employee;  such 
report  to  be  made  annually  for  the  PSSF,  TSF,  Hydro, 
HOOPP,  CMERS,  and  WCB,  and  at  least  every  six  years  for 
all  other  public  sector  pension  plans. 

Fixing  the  Inflation  Assunption 

Variance  in  the  inflation  factor  used  for  setting  interest  rate  and 
salary  scale  assumptions  in  the  past  has  been  oonmented  on  in  Chapter  3. 
The  need  for  some  consistency  throughout  the  public  sector  plan  valua- 
tions  is  patent.      In   the   Commission's  opinion,    the   Treasurer    is    in 
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the  best  position  to  set  the  inflation  factor  annually  so  that  the 
same  factor  will  be  utilized  by  all  the  plan  actuaries.  It  should  be 
stressed  that  the  Commission  is  not  recommending  a  fixed  interest  rate 
or  salary  scale.  Ihese  will  vary  with  the  judgment  of  the  actuary  for 
the  circumstances  of  each  plan. 

Determination  of  Total  Cost 

By  the  Commission's  recanmendation,  the  Treasury  is  to  determine 
the  true  cost  of  each  pension  plan  and  to  report  this  cost  to  Manage- 
ment Board.  As  mentioned  in  Qiapter  3,  Management  Board  had  developed 
guidelines  for  assessing  public  sector  pension  plans  as  early  as  1976. 
The  Commission  commends  this  approach.  Similar  guidelines  should  be 
developed  immediately  to  apply  to  all  public  sector  plans  to  assist  the 
Treasury  in  establishing  a  true  cost  for  each  plan  with  some  degree  of 
consistency  among  the  plans  for  canparability  purposes.  The  timing  of 
the  reports  under  the  guidelines  should  also  be  correlated  to  permit  a 
conplete  picture  at  a  single  given  time.  The  guidelines  should  also 
incorporate  the  various  recommendations  of  the  Commission  affecting  the 
funding  of  the  plans  such  as  abolition  of  the  matching  contribution 
principle,  a  narrowing  of  the  choice  of  funding  method,  and  control  over 
actuarial  assumptions.  (For  a  critique  of  existing  Management  Board 
guidelines,   see  Keith  Cooper's  report   in  Volume  VII). 

The  Caranission  recommends  that  guidelines  similar  to  tliose  devel- 
oped by  Management  Board  in  1976  for  the  five  largest  public  sector 
plans  and  the  WCB  be  developed  by  Treasury  in  carrying  out  its  recom- 
mended responsibilities  of  scrutinizing  and  evaluating  the  operation  of 
all  public  sector  plans  for  cost  control  purposes,  to  encourage  the 
proper  funding  of  plans  and  to  discourage  over  or  under-funding. 

The  Management  Board  guidelines  of  1976  are  reproduced  as  an  ap- 
pendix to  Keith  Cooper's  report  in  Volume  VII.  In  the  development  of 
new  guidelines  the  approach  should  be  to  require  specific  information 
prepared  on  a  specific  basis.  For  example,  all  actuarial  evaluations 
for  final  pay  plans  should  report  on  tlie  basis  of  two  funding  methods: 
accrued  benefit  projected  and  entry  age  normal.  (Where  a  plan  is  cur- 
rently using  neither  of  these  methods  the  first  comparative  valuation 
could  be  on  the  current  metJiod  and  the  metliod  to  be  adopted).  Contri- 
bution rates  should  be  developed  for  each  of  the  funding  nethods  and  the 
contribution  rate  to  be  adopted  suggested  by  Treasury  to  Management 
Board  for  comparison  with  the  contribution  rate  recommended  by  the 
plan  actuary.  Valuations  should  be  in  accordance  with  the  general 
requirements  of  the  Pension  Benefits  Act. 

All  pension  plans  in  the  public  sector  having  assets  of  $150 
million  or  more  should  file  an  actuarial  valuation  annually  with  the 
Pension  Commission  of  Ontario  within  nine  months  of  the  fiscal  year  end 
of  the  plan.  This  means  that  contribution  rates  will  be  set  annually, 
to  avoid  a  build-up  of   undetected   experience  deficiencies   and   allow 
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timely  steps  to  correct  any  shortfalls  or  overpayments.  'Ihe  added  cost 
of  annual  valuations  is  minimal  in  relation  to  the  saving  which  will 
flow  from  early  identification  of  problems.  Ihe  Commission  has  recom- 
mended that  the  large  public  sector  plans  be  given  nine  months  to  file 
the  actuarial  valuation  report  instead  of  six  months  as  recommended 
for  all  other  public  and  private  sector  plans.  This  recognizes  the 
magnitude  of  the  work  involved  for  these  plans;  but  if  technically 
feasible  it  would  be  preferable  to  have  a  six-month  time  limit  for  all 
plans.  All  public  sector  pension  plans  should  have  the  same  fiscal  year 
to  co-ordinate  the  filing  of  actuarial  valuations  so  that  those  plans 
reporting   triennially  will  all  report  for  the  same  period. 

Once  this  conversion  has  taken  place,  the  Treasury  will  be  in 
a  position  to  implement  the  Commission's  following  recommendation: 
that  the  Iteasury  in  carrying  out  its  recommended  responsibility  of 
scrutinizing  and  evaluating  the  operation  of  all  public  sector  plans, 
review  at  least  every  six  years  the  funding  of  all  public  sector  pension 
plans  through  an  examination  of  each  plan  on  a  basis  consistent  for  all 
the  plans  to  allow  ccmparability  of  plan  funding.  The  results  of  such 
examination  should  be  used  in  assessing  the  future  cost  of  all  the  plans 
through  reporting   to  Management  Board,   and  for  reporting   to  the  public. 

Implementation  of  the  Ccxnmiss ion's  other  recommendations  -  aboli- 
tion of  the  matching  contribution  principle,  abolition  of  SABA,  full 
funding  of  indexing  pranises,  creation  of  funds  for  the  PSSF  and  LARA, 
and  the  allocation  of  all  costs  to  a  plan  -  will  assist  the  Treasury  in 
ascertaining  for  Management  Board  the  complete  cost  of  the  pension 
benefits  being  provided. 

A  very  important  aspect  of  the  cost-determining  role  of  the  Treas- 
ury will  be  the  costing  of  plan  improvements  before  they  are  instituted 
and  to  the  full  extent  of  their  cost.  We  have  commented  on  problems 
which  have  arisen  in  the  plans  such  as  the  TSF  where  plan  improvements 
have  created  initial  unfunded  liabilities  but  the  matching  contribution 
principle  has  limited  the  funding  of  these  improvements.  Although  this 
is  not  serious  for  the  protection  of  plan  members  in  terms  of  wind-up  of 
the  plan,  it  has  very  serious  long-run  cost  ramifications  for  the  plan. 
Early  retirement  without  actuarial  reduction  is  expensive  and  difficult 
to  cost.  Hov^ver,  careful  utilization  studies  should  be  undertaken  by 
Treasury,  based  on  the  demographic  structure  of  the  particular  plan, 
in  seeking  to  determine  the  long-run  cost.  Possible  job-sharing  by 
teachers  is  a  case  in  point  v^here  one  might  anticipate  the  exercise  of 
early  retirement  options  more  frequently  than  in  the  past.  Such  changes 
will  be  reflected  in  the  cost,  which  should  be  reassessed  annually  and 
reflected   in  contribution  rates. 

Another  area  of  cost  to  the  government  which  is  not  readily  rec- 
ognized is  that  of  reciprocal  transfer  agreements.  The  operation  of 
these  agreements  is  often  very  beneficial  to  the  individual  employee  and 
very  costly  for  the  government   as   employer.      The   Commission  believes 
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that  the  terms  of  reciprocal  transfer  agreements  should  be  reviewed,  and 
wliere  necessary,  altered  to  result  in  neither  gain  nor  loss  to  the 
person  making  a  transfer  from  cne  plan  to  the  other,  and  that  rights  to 
additional  benefits,  such  as  improved  benefits  for  past  service  with 
other  plans,  be  deleted  unless  arrangements  can  be  made  for  payment  of 
the  additional  cost  by  the  anployee. 

Disclosure  and  Assessment  of  Total  Cost 

Once  the  Treasury  has  determined  the  total  cost  of  pension  plans, 
it  is  essential  that  the  information  be  utilized  by  disclosure  to: 

( i )    Management  Board 

to  enable  it  to  see  the  total  cost  of  pension  benefits  in 
the  total  compensation  package;  make  cost  commparisons  with 
the  private  sector;  and  effect  cost  control  through  the 
budgets  of  the  ministries.  Crown  agencies,  and  Crown  corpor- 
ations. Additional  powers  may  be  required  for  Management 
Board  to  effect  control  over  Hydro,  the  TIC,  and  other  plans 
where  fiscal  control  is  tenuous; 

(ii)   Employers  and  Einployees 

to  enable  employers  to  appreciate  the  full  effect  of  pension 
costs  v^en  they  consider  benefit  packages  for  their  employ- 
ees; and  to  enable  employees  to  assess  the  value  of  the 
benefits  they  are  premised  in  relation  to  the  contributions 
required; 

(iii)  Taxpayers 

to  enable  individuals  to  compare  the  cost  of  the  benefits 
being  received  in  the  public  sector  in  relation  to  the 
private  sector,  and  to  assess  the  burden  the  government  as 
employer  is  undertaking  and  its  effect  on  the  fiscal  future 
on  the  province. 

It  might  be  argued  that  such  disclosure  vvould  not  be  meaningful  to 
most  taxpayers  and  that  pensions,  being  only  one  cost  of  government, 
do  not  merit  such  extensive  disclosure.  The  Commission  rejects  both 
these  arguments.  The  Treasurer  has  a  good  record  of  presenting  complex 
issues  to  the  public  in  an  understandable  v^ay  in  papers  annexed  to  the 
Provincial  Budget.  The  New  York  City  experience  has  alerted  taxpayers 
to  the  potential  pitfalls  in  public  sector  pension  plans,  and  therefore 
information  wDuld  be  v\elcomed .  Ifension  premises  are  not  just  concerned 
with  annual  costs.  They  involve  long-range  premises  vvhich  must  be  paid 
for  by  taxpayers,  present  and  future.  The  shouldering  of  a  fair  portion 
of  the  burden  by  successive  generations  of  taxpayers  is  a  concern  of  all 
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taxpayers.     Only  by  disclosure  can  an  assessment  of  the  cost  division  be 
made. 

The  six-year  review  will  allow  a  close  scrutiny  of  unfunded  actu- 
arial liabilities  and  surpluses  in  all  plans  with  a  view  to  identifying 
their  causes  and  taking  measures  to  control  them. 

Effect  of  Investment  on  Cost 

The  major  public  sector  plans,  as  we  have  seen,  are  enormous. 
Each  year  the  contributions  from  employees  alone  are  in  the  millions 
of  dollars.  The  investment  of  the  funds  as  an  essential  element  in 
cost  control  operates  on  two  principles:  the  longer  the  monies  are 
invested,  the  greater  will  be  the  assets  created;  the  higher  the  rate  of 
return  on  the  monies  the  greater  the  assets  created.  The  length  of 
time  for  invesbnent  is  a  function  of  the  funding  method.  Therefore,  a 
continuation  of  funding  for  public  sector  plans  and  control  over  the 
funding  method  as  reconmended  by  the  Commission  are  important  elements 
in  maximizing  investment  return.  Another  important  element  is  the  rate 
of  return.  The  Gcsnmission's  recommendations  for  achieving  a  market  rate 
of  return  for  all  public  sector  plans  will  be  productive  in  two  ways. 
Rates  of  return  will  be  set  by  the  market,  with  accompanying  fiscal 
restraints  on  the  province  when  it  must  go  to  the  market  to  borrow, 
and  imy  be  higher  than  those  experienced  in  the  TSF  and  PSSF  under 
the  present  arrangements.  More  capital  allocated  through  the  capital 
markets  should  provide  a  sounder  economic  base  for  the  province,  which 
in  turn  should  reduce  the  burden  of  the  taxpayer. 

The  next  section  of  this  chapter  deals  with  a  view  of  how  pension 
costs  may  develop  in  the  future.  It  is  a  frightening  prospect  indeed  if 
no  measures  for  effective  cost  control  are  instituted  without  delay. 
Therefore  the  Commission  recommends: 

That  the  Government  of  Ontario  immediately  adopt  a  policy  of  deter- 
mining the  full  and  true  cost  of  all  pension  benefits  provided  to 
the  employees  of  the  Ontario  public  sector  and  to  utilize  such 
information  for  the  following  purposes: 

a)  to  recognize  and  control  the  cost  of  all  such  benefits  for  the 
full  terms  of  their  accrual; 

b)  to  allocate  cost  fairly  between  onployer  and  enployees; 

c)  to  provide  information  on  such  costs  to  both  employers  and  em- 
ployees, whether  or  not  such  pensions  are  subject  to  collective 
bargaining ; 

d)  to  provide   information  on  such  costs  to  taxpayers. 
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The  Commission  believes  that  recognition  of  the  true  cost  of 
pensions  at  the  level  of  Management  Board  will  enable  it  to  control 
costs  in  the  future.  However,  if  this  or  some  similar  alternative  is 
not  feasible  within  the  governmental  structure,  then  the  Commission 
reconmends : 

If  the  necessary  authority  to  control  pension  plan  costs  cannot  be 
given  to  Management  Board  or  cannot  be  successfully  used  by  Manage- 
ment Board  to  control  pension  plan  costs,  that  the  Government  of 
Ontario  consider  making  changes  in  pension  plan  design  to  convert 
existing  plans  to  defined  contribution  plans  or  some  other  design 
in  vAiich  cost  control   is  effective. 


FUTURE  PENSION  COSTS  FOR  OSITARIO  PUBLIC  SECTOR  EMPLOYEES 

Having  ascertained  that  total  pension  costs  of  public  sector  plans 
are  not  now  readily  available  for  cost  control  purposes,  the  Commission 
was  interested  to  see  if  total  costs  for  the  future  might  underline  the 
need  for  a  move  to  effective  cost  control  now. 

The  Commission  retained  Laurence  E.  Coward  of  William  M.  Mercer 
Limited  to  prepare  a  study  of  the  future  cost  of  public  sector  plans. 
This  study  is  not  a  complete  actuarial  projection  for  these  plans. 
Rather,  it  is  a  study  based  on  one  set  of  assumptions  VN^ich  seemed 
reasonable  to  the  Commission,  forecasting  possible  growth  in  the  number 
of  public  sector  anployees  in  the  next  25  years,  using  the  Commission's 
"most  probable"  assumptions  for  fertility  and  economic  conditions;  and 
applying  these  projections  to  the  najor  public  sector  plans.  The  choice 
of  the  various  assumptions  is  discussed,  but  there  is  no  attempt  to 
defend  these  as  the  only  plausible  assumptions  for  the  future.  As 
Mr.  Coward  states  in  the  report: 

"Our  results  are  best  regarded  as  an  example  of  what  would  happen 
if  our  particular  assumptions  vere  borne  out  by  experience,  rather 
than  an  estimate." 

It  should  be  noted  that  the  study  takes  the  plans  as  they  are  now. 
Improvements  in  the  benefit  structure  or  other  features  would  increase 
the  cost.  Continuing  high  inflation  would  mean  that  the  indexing  costs 
given  WDuld  be  understated. 

Some  highlights  of  the  study  and  its  conclusions  should  be  noted. 
On  the  basis  of  the  assumptions  used   in  the  study: 

the   total   number   of  public   sector   employees  will  more   than 
double  in  the  next  25  years; 
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-  employees  in  the  municipal  and  health  sectors  will  experience 
greater  growth  rates  tlian  public  servants,  teachers,  and  Hydro 
employees ; 

-  prices  will  increase  to  three  times  their  present  level  and 
salaries  by  five  times  in  the  next  25  years; 

-  public  sector  employer  pension  costs,  exclusive  of  CPP  contri- 
butions but  including  indexing,  will  increase  from  an  average  of 
13.7  per  cent  to  14.8  per  cent  of  payroll  in  the  next  25  years. 
(Although  this  increase  seems  small  it  must  be  remembered  that 
the  rates  of  growth  throughout  the  sub-sectors  are  different  - 
the  greatest  growth  is  in  health  which  has  the  lowest  cost  at 
present) . 

If  these  percentages  are  translated  into  dollar  amounts  over 
the  period  we  can  see  what  large  amounts  of  money  will  be  paid  into 
the  plans  through  contributions;  v^at  large  amounts  of  assets  will  be 
accumulated  in  the  funds  and  become  available  for  investment,  and  how 
large  unfunded  actuarial  liabilities  could  become  in  relation  to  the 
financial  base  of  the  total  number  of  taxpayers   in  the  province. 

How  significant  these  pension  obligations  will  appear  a  quarter 
century  frcm  now  depends  largely  on  the  rate  of  economic  development  in 
the  meantime:  how  steadily  productivity  will  increase  and  whether 
Ontario's  Gross  Provincial  Product  will  grow  sufficiently  to  accommodate 
the  growth  in  public  sector  expenditures,  payrolls,  and  pension  costs. 
No  precise  assessment  of  "af fordability"  has  been  attempted  by  the 
Commission,  however.  We  are  much  more  concerned  with  the  need,  as 
demonstrated  in  this  chapter,  for  intelligent  and  co-ordinated  planning 
of  public  sector  expenditure  on  pensions  -  whether  the  level  of  pen- 
sions be  generous  or  merely  adequate.  Af  fordability  can  be  properly 
assessed  only  vshen  and  to  the  extent  that  costs  are  determinable  and 
controllable. 

In  the  study  paper  v*iich  follows,  Mr.  Coward  takes  an  informed  look 
at  the  growth  prospects,  over  the  next  twenty-five  years,  for  Ontario 
public  sector  employment  payrolls  and  pension  costs. 


FUTURE  PENSION  COSTS,    ONTARIO  PUBLIC   SECTOR:      A  SCENARIO 

Introduction 

Pension  costs  in  the  public  service  have  become  a  very  important 
and  grcwing  item  of  provincial  expenditure.  Concern  has  been  expressed 
that  the  burden  placed  on  future  taxpayers  might  become  intolerable, 
with  serious  effects  both  for  the  former  employees  and  for  the  provin- 
cial economy.  Accordingly,  an  examination  has  been  made  of  the  likely 
trend  and  the  impact  of  employee  benefits  provided  by  the  Government   of 
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Ontario.  The  prime  ctojective  of  the  study  is  to  estimate  at  five-year 
intervals  over  the  next  25  years  the  cost  ^f  pensions  for  Qitario  public 
servants  in  relation  to  payrolls  and  other  indices. 

The  Ontario  public  sector  is  taken  to  include  five  major  sub- 
sectors:  Provincial  Government,  Municipal  Government,  Health,  Education 
and  Provincial  Utilities.  Each  of  these  sub-sectors  is  dominated  by  one 
major  pension  plan:  the  Public  Service  Superannuation  Fund,  the  Ontario 
Municipal  Enployees  Retirement  Systen,  the  Hospitals  of  Ontario  Pension 
Plan,  the  Teachers'  Superannuation  Fund  and  the  Ontario  Hydro  Plan. 
These  five  plans  together  encompass  over  80  per  cent  of  all  Ontario 
public  sector  employees. 

At  the  end  of  1977  the  Ontario  public  sector  included  455,000 
active  employees  and  there  were  some  75,000  pensioners.  The  employers 
were  contributing  seme  $400  million  a  year  and  the  employees  some  $300 
million.  The  assets  of  the  plans  amounted  to  $7.5  billion  and  the  value 
of  earned  pensions  is  estimated  to  be  in  the  order  of  $10.4  billion. 
These  numbers  and  dollar  amounts  are  all  rising  rapidly. 

In  vhat  follows  we  will  be  concerned  only  with  the  benefits  fi- 
nanced by  the  Government  of  Ontario.  The  study  therefore  excludes  the 
Ontario-based  anployees  of  the  federal  public  service,  the  Armed  Fbrces, 
the  RCMP  and  other  Government  of  Canada  organizations.  It  also  excludes 
the  benefits  and  contributions  of  Ontario  public  service  enployees  under 
the  Canada  Pension  Plan. 

Methodology 

1.  AssuiTptions  were  made  as  to  future  growth  rates  of  employment 
in  the  five  sub-sectors,  taking  into  account  the  likelihood 
that  each  vrould  grow  faster  or  slower  than  the  total  population 
of  the  province.  Growth  in  the  work-force  is  likely  to  differ 
markedly  from  one  sub-sector  to  another  for  reasons  vihich  are 
discussed  below. 

2.  Pension  costs  depend  not  only  on  the  number  of  employees  but 
also  on  their  age  distribution.  In  order  to  obtain  an  indica- 
tion of  the  age  and  sex  distribution  in  future  years,  five-year 
survival  rates  were  developed  and  applied  to  the  present  age 
distributions  vhich  are  available  in  five-year  age  groups.  By 
applying  these  rates,  for  example,  to  the  number  of  employees 
age  50-54  in  the  year  1980  one  would  obtain  the  number  of  em- 
ployees age  55-59  in  the  year  1985.  New  employees  are  assumed 
to  join  each  sub-sector  in  such  numbers  as  will  maintain  the 
assumed  growth  rate  of  total  employment,  as  determined  in 
step  (1)  above.  Entry  ages  of  the  new  entrants  for  the  five 
sub-sectors  are  taken  to  be  distributed  in  the  same  manner  as 
actual  entrants  in  recent  years  to  the  five  major  pension 
plans. 
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The  result  of  this  process  is  to  generate  an  estimate  of  the 
numbers  and  ages  of  the  employees  in  each  sub-sector  at  five- 
year  intervals  fran  1980  to  2005. 

3.  In  the  next  step  an  estimate  is  made  of  the  salaries  of  these 
employees.  The  projection  of  salaries  will  allow  for  two 
factors: 

a)  the  manner  in  v^iich  average  salary  varies  with   age,    based 
on  current  statistics; 

b)  the  assumption  as  to  the  overall   rate  of   salary   increase 
with  time. 

The  "most  probable"  assumptions  established  for  all  the  actuar- 
ial work  undertaken  by  the  Canmission  are  used  throughout.  Thus 
overall  salary  increases  will  be  7.3  per  cent  from  1980-84,  7.0 
per  cent  from  1985-89,   and  6.1  per  cent  fran  1990. 

4.  Next,  pension  costs  in  each  of  the  five  sub-sectors  in  future 
years  are  estimated  as  percentages  of  salary,  having  regard 
among  other  things  to  the  changing  age  distribution.  Recent 
plan  amendments  must  be  considered;  for  example,  the  change 
in  the  Ontario  Minicipal  Employees  Retirement  System  from  a 
career  average  to  a  final  average  earnings  basis  on  January  1, 
1978,  and  the  recently  introduced  indexing  of  pensions  up  to  8 
per  cent  per  annum  for  public  servants  and  teachers.  While 
allowance  is  made  for  recent  amendments,  the  estimates  will 
assume  no  further  change  in  the  terms  of  the  pension  plans  or 
of  social  security  benefits,  in  particular  the  Canada  Pension 
Plan. 

Growth  Rates  in  the  Five  Public  Service  Sub-sectors 

Statistics  on  the  growth  of  government  employment  and  population 
are  given  in  Tables  7,   8,   and  9. 

Table  7  shows  that  Ontario  government  employment  has  grown  about 
twice  as  fast  (3.7  per  cent  per  annum  in  1961-76)  as  the  total  popula- 
tion (1.9  per  cent  per  annum).  Nevertheless,  the  growth  rate  in  1971-76 
was  much  less  than  in  the  previous  five  years,    1966-71. 

Table  8  illustrates  vividly  the  different  growth  rates  of  employ- 
ment in  the  different  sub-sectors,  and  demonstrates  that  they  have 
varied  greatly  over  the  years.  Figures  are  given  both  for  total  sub- 
sector  and  for  the  major  pension  plan  of  the  sub-sector  (i.e.,  PSSP, 
OMERS,    HOOPP,    TSF,    and  Hydro). 

Table  9  shows  the  projected  population  in  Ontario  on  the  Commis- 
sion's most  probable   estimates.      It  will   be   seen   that   the  projected 
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1       7  Der  cent  per   annum  on 
growth  rate  of  the  poP-^latlon  age  0-^9  is  <«  Y^^  j„p„iation  of  workihg 
the  average,  compared  with  1.5  per  cen 
Ige  and  2:2  per  cent  for  those  over  age  65. 

.hese  statistics   for.  -eX<,round   for  «Uhg   f^-^l^^ 
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The  rates  of  growtii  in  the  number  of  public  sector  employees  will 
have  a  very  important  effect  on  the  cost  of  employee  benefits.  A  small 
change  in  annual  growth  rate  has  a  large  effect  when  compounded  over 
periods  up  to  25  years.  Although  statistics  are  available  as  to  public 
service  employment  in  past  years  separately  for  the  five  sub-sectors 
considered  in  this  report,  the  factors  that  influence  public  service 
growth  have  been  changing.  Because  the  background  of  danography,  poli- 
tics, econonics  and  social  standards  is  involved,  the  assumptions  of 
growth  rate  are  somewhat  speculative. 

IWo  factors,  potentially  of  great  significance,  are  particularly 
hard  to  assess.  One  is  the  granting  of  the  right  to  strike  to  public 
service  employees,  v*hich  strengthens  the  bargaining  position  of  their 
associations  and  thus  makes  it  more  difficult  to  control  the  levels  of 
public  service  onployment  and  remuneration.  Ihe  other,  which  operates 
in  the  opposite  direction  and  has  becone  stronger  in  the  last  few  years, 
is  taxpayer  resistance.  This  has  not  only  slowed  the  provision  of  new 
government  services  but  has  even  resulted  in  cutbacks  in  some  existing 
services . 

Essentially  v^  have  assumed  a  continuation  of  the  trends  in  recent 
years,  allowing  for  certain  obvious  influences,  but  ignoring  such  possi- 
bilities as  a  major  economic  depression  or  a  taxpayers'  revolt  similar 
to  that  in  California.  CXor  assumptions  are  thought  to  be  reasonable; 
but  a  much  more  sophisticated  study  would  be  needed  to  arrive  at  a  "best 
estimate"  of  grcwth  rates  (v^ich  no  doubt  would  vary  with  calendar  year 
instead  of  being  level  as  we  have  assumed).  Accordingly  the  results  are 
best  regarded  as  an  example  of  ^^^at  would  happen  if  our  particular 
assumptions  vvere  borne  out  by  experience,  rather  than  an  estimate.  The 
fact  that  v«  arrive  at  a  greatly  increased  cost  of  provincial  government 
does  not  mean  that  our  assumptions  are  improbable.  It  does  mean  that 
present  trends  to  depend  more  and  more  on  government  services  give  cause 
for  concern  in  the  area  of  future  cost. 

Provincial  Government 

The  Qitario  public  service  has  grown  greatly  but  unevenly  in  the 
past.  The  ups  and  downs  in  growth  have  been  in  response  to  the  demands 
for  new  government  services,  the  absorption  of  outside  organizations 
into  the  government,  and  budget  stringency. 

Recently  the  government  has  adopted  a  restraint  program,  and 
there  appears  to  be  growing  pressure  against  tax  increases  as  well  as  a 
movement  to  decentralize  certain  operations.  On  the  other  hand,  the 
public  service  associations  have  obtained  the  right  to  strike,  which 
puts  them  in  a  stronger  position  to  resist  cutbacks. 

Taking  all  these  factors  into  account,  we  anticipate  that  total 
employment  in  the  provincial  government  sector  will  grow  slightly  faster 
than  the  total  adult  population,  say  at  2  per  cent  per  annum. 
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Municipal  Government 

Municipal  employment  has  been  growing  much  faster  than  provincial. 
CMERS  shows  even  faster  growth,  but  this  is  not  a  sure  guide  because 
CMEJ^  is  an  immature  plan  v>tiich  will  eventually  cover  an  even  larger 
percentage  of  the  municipal  sub-sector.  Factors  that  may  encourage 
the  increase  in  municipal  employment  include  continuing  urbanization 
leading  to  additional  donands  for  police,  fire,  garbage,  roads  and  other 
services.  In  addition,  services  now  contracted  out  to  private  employers 
are  increasingly  being  provided  directly  by  municipal  employees.  In 
spite  of  resistance  to  higher  property  taxes,  the  demand  for  additional 
municipal  services  is  strong. 

The  annual  growth  rate  in  the  municipal  sub-sector  v^as  12  per  cent 
from  1965  to  1970  and  5  per  cent  from  1970  to  1977.  An  employment 
growth  rate  of  4  per  cent  per  annum  has  been  assumed  for  the  future. 

Health 

This  is  a  rapidly  growing  sector,  potentially  subject  to  almost 
insatiable  demands  from  the  public.  Medical  advances  are  costly  both  in 
money  and  nenpower.  Public  health  measures  have  reduced  sickness,  but 
higher  health  standards  are  dananded  by  all  sectors  of  the  population, 
especially  as  the  cost  of  health  care  is  prepaid.  It  is  also  possible 
that  government  will  have  to  participate  in  new  forms  of  medical  cover- 
age such  as  dental  and  vision  care.  As  the  remuneration  of  doctors 
increases,  there  will  be  need  for  paramedics  employed  in  the  health 
sector.  A  growth  rate  equal  to  that  of  the  population  plus  at  least  3 
per  cent  per  annum  seems  likely,  for  a  total  of  5  per  cent  per  annum. 

Education 

Teachers  are  the  victims  of  demographic  change  because  of  the 
dramatic  fall  in  the  birth  rate  that  took  place  in  the  1960s.  The 
number  of  people  in  education  actually  fell  in  certain  years  after  1973, 
and  in  fact  anployment  is  no  higher  today  than  it  was  in  1973.  The 
increasing  danand  for  adult  education  and  smaller  classes  do  not  make  up 
for  the  smaller  number  of  children  and  the  increasing  cost  of  higher 
education. 

The  teaching  force  in  Oitario  schools  viqs  estimated  by  the  Commis- 
sion on  Declining  School  Enrolments  in  Qitario  as  follows: 
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Academic  year  Elementary 

and  secondary 
school  enrolinment 

1980  90,233 

1990  86,090 

2000  88,526 


Over  the  20  years  this  is  a  decline  of  .15  per  cent  per  annum. 
However,  the  fertility  assumptions  adopted  by  the  Commission  result 
in  a  20  per  cent  increase  in  population  under  age  20  between  1975  and 
2005,  or  a  .7  per  cent  annual  rate  of  increase.  In  view  of  the  above, 
employment  in  education  is  assumed  to  increase  at  .75  per  cent  per 
annum. 

Provincial  Utilities 

Ontario  Hydro  has  cut  back  on  its  projection  of  future  energy 
needs.  Nevertheless,  per  capita  usage  of  energy  seems  certain  to  in- 
crease. The  move  to  a  "conservation  society"  is  unlikely  to  reduce 
aggregate  danand  significantly.  Measures  to  protect  the  environment  may 
well  result  in  more  manpower  being  needed  to  produce  a  given  amount  of 
energy.  Even  if  energy  is  produced  more  efficiently,  and  demand  does 
not  increase  as  fast  as  it  has  in  the  past,  a  growth  rate  of  3  per  cent 
per  annum  is  likely. 

Age-Sex  Distribution 

The  distribution  of  employees  in  five-year  age  groups  and  five-year 
service  groups  is  available  for  the  major  pension  plans  in  four  of  the 
five  sub-sectors  (separately  for  males  and  females)  subject  to  minor 
omissions.  Unfortunately  such  a  full  breakdown  is  not  available  from 
CMERS;  however,  from  the  distribution  of  CHERS  employees  in  ten-year  age 
groups  a  fair  approximation  to  the  current  age  distribution  of  the 
municipal  sector  may  be  estimated. 

The  distribution  by  age  group  and  sex  (onitting  service)  is  shown 
in  'teble  10. 
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The  proportions  of  males  and  females  vary  remarkably  in  the  five 
sub-sectors: 

Males  Females 
(Per  cent) 
Provincial  government                     62.9  37.1 

Municipal  government  70.4  29.6 

Health  20.9  79.1 

Education  46.8  53.2 

Provincial  utilities  85.9  14.1 

All  sub-sectors   (weighted 

average)  54.8  45.2 

The  above  ratios  are  derived  from  statistics  at  the  end  of  1977. 
Ihe  sex  ratios  have  changed  very  little  in  the  last  ten  years,  except  in 
education  \4iere  the  percentage  of  males  has  been  rising. 

The  percentage  of  females  in  the  vvork-force  in  1980    (derived    from 

population  figures  and  vvork-force  participation  rates  used  elsewhere  in 

the  Ocanmission's  report)    is  40.3  per  cent,    and    is   expected    to  rise  to 

41.5  per  cent  by  year  2005.     As  the  difference    is   so   small,    and   as  no 

trend  for  government  to  enploy  a  larger   proportion  of   females   can  be 

observed,   we   assume   no  change    in   the  ratios  of  males   to   females  in 
future. 

It  will  be  observed  that  the  public  service  as  a  v*iole  is  employing 
a  larger  percentage  of  females  (45.2  per  cent)  than  the  percentage  of 
females  in  the  total  work- force  (40.3  per  cent).  However,  the  percent- 
age differs  greatly  among  different  public  service  anployers. 

Five- Year  Survival  Factors 

The  five-year  survival  factors  are  shown  in  Table  11.  These  are 
based  on  the  following  actuarial  assumptions,  VN*iich  as  far  as  possible 
parallel  those  used   in  the  actuarial  valuations  of  the  plans. 

Termination  Rates 

The  probabilities  of  terminating  employment  have  a  very  important 
effect  on  the  age-service  distribution  of  employees  in  future  years. 
Terminations  reduce  the  cost  of  pension  plans,  both  because  some  em- 
ployees lose  their  pension  rights  and  because  those  who  have  vested 
deferred  annuities  are  not  fully  protected  from  inflation  and  receive 
less  for  their  years  of  service  than  if  they  had  not  terminated. 
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Table  11 

Five-year  Survival  Factors,   Showing  Probability  that   an   Einployee   at   a 

Given  ^e  Will  Still  be  in  Service  Five  Years   Later  -  Ontario  Public 

Sector 


Provincial 

government. 

Municipal  government 

Educat: 

ion  and 

, 

and 

Health 

Provincial 
Males 

utilities 

Age 

Males 

Females 

Females 

22 

.388 

.190 

.694 

.593 

27 

.572 

.278 

.810 

.695 

32 

.660 

.404 

.867 

.776 

37 

.728 

.544 

.897 

.820 

42 

.783 

.643 

.916 

.875 

47 

.799 

.686 

.915 

.887 

52 

.779 

.714 

.878 

.836 

57 

.627 

.515 

.683 

.604 

62 

0 

0 

0 

0 

Earlier  vesting  and  a  greater  degree  of  indexing  would  of  course  reduce 
these  losses,  but  we  are  assuming  that  the  present  plan  terms  remain 
unchanged . 

Examination  of  the  past  and  the  termination  rates  used  in  the  actu- 
arial valuations  shows  that  the  rates  for  the  PSSF,  CMERS  and  HOOPP  are 
not  very  different  (Table  12).  Accordingly,  we  adopted  the  rates  used 
in  the  last  actuarial  valuation  of  the  Public  Service  Superannuation 
Plan,  vitiich  were  based  on  actual  experience  of  the  plan  in  the  1965-73 
period. 

The  termination  rates  for  teachers  and  Hydro  anployees  appear  to  be 
significantly  lower  than  for  the  other  groups.  Indeed  no  withdrawals 
fran  anployment  were  allowed  for  in  the  last  actuarial  valuation  of  the 
Hydro  Pension  Plan,  and  the  actuarial  report  states:  "An  examination  of 
the  rates  of  termination  of  employment  stows  that  less  than  1  per  cent 
of  manbers  terminate  with  over  5  years'  service.  Members  terminating 
with  less  than  5  years'  service  have  very  little  financial  effect  on  the 
Plan." 

Ihe  termination  rates  adopted  in  the  last  valuation  of  the  TSF 
for  those  with  three  or  more  years  of  service  are  also  very  low  (e.g., 
below  1  per  cent  for  males  age  40  or  over  and  females  age  4  5  or  over). 
Accordingly,  vfs  developed  a  set  of  termination  rates  appropriate  to  the 
teachers  and  Hydro  employees,  which  rates  are  much  less  than  those  of 
provincial  government,  municipal  government  and  hospital  employees. 
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Mortality 

Qrcxjp  Annuity  Mortality  I^le  for  1971   (GAM  1971). 
Disability 

PL±)lic  service  rates,  modified   in  the  case  of  teachers. 

Retiranent 

The  pattern  of  retirement  by  age  does  not  vary  greatly  from  plan  to 
plan.  We  adopted  the  retirement  age  probabilities  shown  in  the  1973 
actuarial  valuation  of  the  Public  Service  Superannuation  Plan  (see 
Table  13). 

Entry  Ages 

The  ages  at  vviiich  new  employees  are  hired  are  assumed  to  be  the 
same  as  in  recent  years,  as  estimated  from  the  age  distribution  of  em- 
ployees with  under  five  years  of  service.  It  is  notable  that  recruitment 
takes  place  over  a  wide  spread  of  ages  in  ftitario  government  service  and 
health  organizations,  v^^iile  teachers  and  Hydro  anployees  are  generally 
hired  at  younger  ages.  The  distribution  used  in  the  calculation  is 
shown  in  Table  14. 

It  should  be  noted  that  the  various  rates  mentioned  above  are  not 
being  used  to  make  an  actuarial  valuation  of  the  groups,  but  to  estimate 
changes  in  the  age  distributions  with  time.  Ihe  assumptions  that  have 
been  made  are  quite  broad,  but  should  be  sufficient  to  determine  in  a 
rough  way  the  trend  of  public  service  pension  costs. 

The  information  as  to  entry  ages  of  Municipal  government  employees 
was  inadequate;  accordingly  it  was  assumed  that  they  would  have  the  same 
entry  age  distribution  as  Provincial  government  employees. 
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Table  13 

Estimated  Average  Retirement  Age 


Males 

Females 

Provincial  government 

62.2 

60.7 

Municipal  government 

61.5 

61.4 

Health 

63.0 

63.0 

Education 

63.1 

62.2 

Provincial  utilities 

N/A 

N/A 

Average  age  calculated 

from  the  assumptions 

(excluding  disability)        63.2       62.5 

Source  Public  sector  study  (Volume  VII). 

Retirement  Rates  Adopted 

Age Males Females 

55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 


.0084 

.0174 

.0110 

.0184 

.0115 

.0201 

.0183 

.0215 

.0277 

.0369 

.1237 

.2004 

.0786 

.0899 

.0635 

.0832 

.0557 

.0769 

.0839 

.0997 

.0000 

1.0000 
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Population  Projections  1980  to  2005 

On  the  above  data  and  assumptions  we  have  calculated  the  age 
distribution  of  male  and  female  employees  in  each  of  the  five  sub- 
sectors  for  the  years  1980,  1985,  1990,  2000  and  2005.  Ihese  numbers  of 
employees  are  shown  in  five-year  age  groups  for  each  sex. 

Table  15  shows  the  estimated  total  number  of  employees  for  the  five 
sub-sectors  from  1980  to  2005.  In  aggregate  v/e  expect  the  size  of  the 
Ontario  public  sector  to  more  than  double  in  the  next  25  years. 

From  the  same  table  it  can  be  seen  that  Ontario  public  employment 
as  a  whole,  expressed  as  a  percentage  of  the  Ontario  population  of 
working  age  (20  to  64)  will  rise  frcm  about  8.8  to  13.2  per  cent,  a  very 
significant  shift.  Provincial  plus  municipal  government  onployment  will 
rise  frcm  4.1  to  6.7  per  cent. 

Table  16  shows  for  1980  and  2005  the  percentage  distribution  of 
employees  by  age  group.  The  provincial  and  municipal  government  sectors 
are  likely  to  get  younger,  due  to  the  expansion  of  staff  and  hiring 
new  recruits  at  relatively  young  ages.  Rapid  growth  will  keep  the 
distribution  yDung.  The  same  applies,  to  a  slightly  less  degree,  to  the 
health  sector,  which  tends  to  recruit  new  employees  at  higher  ages 
than  government  service.  Education,  a  slow-growth  sector  with  low 
terminations  of  onployment,  is  however  a  marked  exception,  the  average 
age  rising  substantially.  Ihe  age  distribution  of  Hydro  employees  will 
not  be  very  greatly  changed,  since  v«  expect  the  same  trends  in  future 
as  in  the  past,  \>*iich  means  that  fairly  rapid  growth  will  be  offset  by 
exceptionally  low  terminations  of  onployment. 
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Projection  of  Payrolls 

Having  obtained  the  estimated  numbers  of  employees  by  sex  and 
age  group  in  future  years,  we  may  then  estimate  the  payrolls.  Salary 
depends  on  sex  and  age  as  demonstrated  in  Table  17.  Although  the  law 
against  discrimination  requires  males  and  females  to  be  paid  equally  for 
equal  work,  it  appears  that  at  present  females  generally  have  less 
senior  positions.  Assuming  that  this  situation  changes  in  favour  of 
the  females  we  may  expect  female  remuneration  to  rise  somewhat  faster 
than  the  average  and  male  remuneration  somewhat  slower.  As  we  have 
assumed  for  reasons  noted  above  that  the  male  to  female  ratio  in  the 
public  service  will  not  alter  significantly,  and  that  salaries  will  rise 
overall  in  accordance  with  the  Commission's  most  probable  economic 
assumptions,  a  shift  towards  equalizing  male  and  female  salaries  will 
not  alter  the  aggregated  payrolls. 

An  exception  to  the  general  observation  that  average  salaries  of 
females  are  less  than  those  of  males  is  found  in  the  members  of  HOOPP, 
where  females  under  age  30  earn  on  average  more  than  the  males.  In  all 
other  age  groups  however,   the  males  on  average  earn  more. 

Pension  Costs  as  a  Percentage  of  Pensionable  Payroll 

Provincial  Government 

Currently  employees  contribute  to  the  Public  Service  Superannuation 

Plan  6  per  cent  of  their  salaries,   reduced  by  their  contributions  to  the 

Canada  Pension  Plan.     The  employer  matches  these  contributions   and   also 
pays  for  any  deficiencies  that  may  arise. 
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In  addition,  both  anployer  and  employee  pay  1  per  cent  of  salary  to 
the  Superannuation  Adjustment  Fund  (SAF)  which  provides  for  the  indexing 
of  pensions  vvdth  the  Consumer  Price  Index,  up  to  an  8  per  cent  increase 
in  any  one  year.  Pensions  of  those  who  retired  prior  to  1976  are  in- 
dexed by  direct  payments  from  the  Consolidated  Revenue  Flind. 

The  total  of  both  employer  and  employee  payments,  including  special 
payments  to  liquidate  deficiencies  but  excluding  the  SAF  contributions, 
was  estimated  at  13.2  per  cent  of  gross  payroll  in  1976  (TEIGA  survey). 
Taking  employee  contributions  as  averaging  5  per  cent,  this  suggests  an 
employer  cost  of  8.2  per  cent  of  gross  pay.  In  the  public  sector  study, 
employer  contributions,  including  the  extra  1  per  cent  to  SAF,  are 
estimated  as  a  percentage  of  pensionable  payroll  to  be  9.60  per  cent  in 
1976  and  9.94  per  cent  in  1977. 

The  actuarial  report  as  at  December  31,  1976  puts  employer  contri- 
butions to  the  Public  Service  Superannuation  Fund  at  6  per  cent  of 
pensionable  salary  less  CPP  contributions  plus  special  payments  of  $54.5 
million,  the  last  item  being  equivalent  to  5  per  cent  of  pensionable 
salary.  This  indicates  a  total  employer  contribution  of  10.1  per  cent  of 
payroll  in  1976.  The  report  points  out  that  post-retirement  adjustments 
to  compensate  for  inflation  are  not  paid  from  the  PSSF  but  from  the 
Consolidated  Revenue  Fund  or  from  the  SAF.  Accordingly,  the  10.1  per 
cent  does  not  include  the  cost  of  indexing  pensions. 

The  special  payments  of  $54.5  million  include  a  constant  item  of 
$6.0  million,  that  is,  the  interest  on  the  initial  unfunded  liability. 
This  iton  is  .55  per  cent  of  1978  pensionable  payroll,  and  the  per- 
centage will  fall  to  under  .10  per  cent  in  25  years  due  to  growth  of 
payrolls.  For  this  reason  the  employer's  cost  oould  be  expected  to  fall 
as  a  percentage,  but  as  other  items  may  increase  the  costs,  we  have 
ignored  this  reduction.  Although  the  existing  deficiencies  are  being 
liquidated  in  15  years  or  less  through  the  special  payments,  further 
deficits  are  expected  to  arise  from  time  to  time  because  the  employer '  s 
current  service  contribution  is  fixed  by  legislation.  The  cost  to  the 
government  of  the  Public  Service  Plan  is  therefore  taken  as  10.1  per 
cent  of  salary,  plus  a  minimum  of  1  per  cent  for  the  SAF,  plus  indexing 
cost  for  those  v*io  did  not  contribute  to  SAF. 

Municipal  Government 

Because  CMERS  is  immature  and  vas  fundamentally  altered  effective 
January  1,  1978,  to  provide  pensions  on  a  final  5-year  average  basis, 
only  information  for  the  last  two  years  as  to  employer  costs  is  rele- 
vant. The  actuarial  report  on  the  new  plan  states  that  the  specified 
contribution  rates  of  employees  (averaging  6.1  per  cent  of  earnings), 
plus  equal  contributions  from  the  employer,  will  be  adequate  to  support 
the  basic  OMERS  pensions  for  the  foreseeable  future.  On  a  level  cost 
method  the  actuarial  report  shows  that  special  payments  of  1.  2  per   cent 
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of  earnings  are  also  required.     Einployer   costs   tJierefore   comprise   the 
following   items: 

1.  Regular  contributions  averaging  6.1  per  cent  of  earnings. 
(Regular  contributions  are  5.5  per  cent  of  earnings  up  to  the 
YMPE  plus  7  per  cent  on  excess  earnings,  plus  1  per  cent 
additional  for  employees  with  normal  retirement  age  of  60,  v\^o 
ccjnprise  14  per  cent  of  total  membership) . 

2.  £t>ecial  payments  of  1.2  per  cent  of  earnings. 

3.  The  oost  of  prior  service  benefits  and  supplementary  benefits 
purchased  by  the  municipality,  which  was  1.5  per  cent  of 
payroll  in  1978,   nearly  all  paid  by  the  einployer. 

4.  Any  deficits  arising  in  future;  deficits  are  now  more  likely  to 
occur  and  would  require  an  adjustment  of  the  contributions 
specified  under  the  act. 

5.  The  cost  of  indexing  or  otherwise  increasing  pensions  for 
inflation  if  these  additions  are  awarded   in  future. 

Assuming  the  same  mix  of  basic  and  supplementary  benefits  in 
future,  the  total  employer  cost  may  be  put  at  (1)  plus  (2)  plus  (3)  - 
that  is,  8.8  per  cent  of  members'  earnings.  Frcm  another  point  of  view, 
in  the  long  run  the  CMERS  plan  will  probably  require  total  contributions 
roughly  the  same  as  those  under  PSSF,  but  the  members  are  paying  just 
over  1  per  cent  more  than  members  of  PSSF.  Hence  the  oost  has  been  put 
at  9  per  cent,   exclusive  of  the  oost  of  indexing. 

Health 

Ihe  Hospitals  of  Ontario  Pension  Plan  requires  employee  contri- 
butions equal  to  4.5  per  cent  of  salary  up  to  the  YMPE  and  6  per  cent 
on  salary  in  excess.  The  1978  actuarial  report  recommends  employer 
contributions  equal  to  158  per  cent  of  employee  contributions,  v^ich 
will  cover  both  current  service  costs  and  special  payments.  This  means 
that  employee  contributions  of  about  7.7  per  cent  of  payroll  are  recom- 
mended. This  figure  is  consistent  with  that  in  the  public  sector  study. 
The  plan  is  funded  by  an  accrued  benefit  method  (with  salary  projection) 
which  requires  lower  contributions  than  a  projected  method  so  long  as 
the  number  of  members  is  increasing. 

Pensions  after  retirement  have  crily  once  been  increased.  In  1979 
increases  of  40  per  cent  were  granted  to  those  v*io  retired  before  1974, 
with  lower  increases  for  more  recent  retirees.  The  cost  of  the  pen- 
sioner increases  is  .2  per  cent  of  salary,  included  in  the  7.7  per  cent 
figure.  We  have  assumed  the  employer  oost  to  be  7.7  per  cent  excluding 
indexing,  v*iich  therefore  allows  for  a  small  increase  in  future.  This 
estimate  depends  on  the  assumption  that  employment  in  the  health  sector 
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will  continue  tx)  rise  fairly  rapidly.  If  employment  were  to  stabilize 
or  decline,  one  would  expect  the  average  age  to  rise;  and,  because 
of  the  funding  method  employed  by  HOOPP,  the  employer's  pension  cost 
percentage  would  also  increase. 

Education 

The  employees  contribute  to  the  Teachers  Superannuation  Fund 
6  per  cent  of  salary  reduced  by  contributions  to  the  Canada  Pension 
Plan,  or  on  average  roughly  5.2  per  cent  of  total  salary.  Teachers  also 
contribute  1  per  cent,  matched  by  the  employer,   to  the  SAF. 

It  is  not  easy  to  reconcile  the  data  produced  by  TEIGA  with  those 
in  the  public  sector  study  (Volume  VII).  Contributions  are  shown  as 
follows: 


(1) 

(2) 

(3) 

TEIG?\:  Total 

Column(l) 

Public  sector 

contribution  plus 

less  5.2  per 

study:  Einployer 

special  payments 

cent  for 

payments  as 

as  percentage 

employee 

percentage  of  pen- 

Year 

of  gross  payroll 

contributions 

sionable  payroll (a) 

(Per  cent) 

(Per  cent) 

(Per  cent) 

1977 

12.75 

1976 

9.84 

1975 

17.1 

11.9 

15.74 

1974 

20,8 

15.6 

14.80 

1973 

14.2 

9.0 

7.61 

1972 

15.2 

10.0 

8.65 

1971 

14.7 

9.5 

8.64 

a     Excludes  indexing  oost. 

The  actuarial  report  as  at  December  31,  1978  (which  does  not 
include  indexing  costs  and  supplements)  recommends  that  the  employer 
make  the  following  contributions: 

1.  Regular  contributions  matching  tlx>se  paid  by  employees,  equal 
to  6  per  cent  of  salary  reduced  by  GPP  contributions,  say  5.2 
per  cent  of  total  salary. 

2.  Social  payments  of  $119,827,000  of  which  $22,980,000  repre- 
sents interest  on  the  initial  unfunded  liability  and  is  payable 
in  perpetuity.  The  other  special  payments  expire  on  average 
in  1989.  The  special  payments  amount  to  5.3  per  cent  of 
pensionable  earnings  at  the  valuation  date.  As  in  the  public 
service,  the  interest  portion  will  decline  as  a  percentage  from 
the  present  1  per  cent,  but  no  specific  allowance  has  been  made 
for  the  decline. 
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3.  Ihe  actuarial  report  points  out  that  the  regular  contributions 
of  the  employer  ought  to  be  higher  by  .8  per  cent  of  salary,  if 
new  teachers  are  not  to  cause  losses  vhen  they  enter  the  plan. 
This  suggests  that  employer  contributions  of  about  11.3  per 
cent  are  required,  exclusive  of  indexing  ocst. 

In  considering  the  employer  contributions  for  the  future,  it 
should  be  noted  that  the  actuarial  assumptions  \^ere  changed  in  the  last 
valuation,  giving  rise  to  a  large  reduction  in  unfunded  liabilities  of  a 
non-recurrent  nature. 

The  average  employer  payment  for  1971  to  1975  from  the  TEIGA  fig- 
ures shown  above  is  11.2  per  cent;  the  average  for  1971  to  1977  from  the 
public  sector  study  is  11.1  per  cent.  Unfortunately,  the  payments  have 
been  irregular  and  data  for  recent  years  are  not  available.  Based  on 
the  information  ^^e  have,  it  is  not  unreasonable  to  assume  that  employer 
costs  will  be  11.2  per  cent  in  future   (excluding   indexing). 

Provincial  Utilities 

Less  information  is  available  as  to  the  Ontario  Hydro  pension 
costs  than  the  other  plans.  Employees  contribute  3-7/16  per  cent  of 
earnings  up  to  the  YMPE  and  5  per  cent  on  earnings  in  excess;  they  do 
not  contribute  towards  indexing   for   inflation. 

In  the  public  sector  study,  employer  contributions  are  estimated  at 
15.5  per  cent  in  1977,  including  the  oost  of  upgrading  the  pensions  of 
retired  employees.  Over  the  five  years  ending  in  1977  the  average  is 
13.4  per  cent. 

The  actuarial  report  on  the  Ontario  Hydro  Plan  as  at  December  31, 
1977,  finds  the  1978  current  service  oost  to  be  9.5  per  cent  of  payroll, 
and  recoTimends  unfunded  liability  payments  of  $35.6  million  equivalent 
to  7.8  per  cent  of  the  estimated  1978  salaries.  This  includes  about  .5 
per  cent  arising  from  the  1977  pension  increases  (when  pensions  in 
payment  ^^ere  raised  by  8  per  cent).  In  addition,  the  1976  liability  is 
being  paid  off  faster  than  required  by  the  Pension  Benefits  Act,  so 
that  the  special  payments  are  $11.9  million  (2.6  per  cent)  higher  than 
WDuld  otherwise  be  the  case.  Thus  the  actuarial  report  suggests  an 
employer  oost  of  about  14.2  per  cent  excluding  indexing,  if  new  unfunded 
liabilities  arise  at  each  valuation  (as  in  the  past)  to  replace  the 
unfunded  liabilities  that  are  liquidated. 

Ontario  Northland  has  even  higher  costs,  but  has  only  7  per  cent  of 
the  employment  in  the  Provincial  utilities  sub-sector. 

Ihe  public  sector  study  indicates  that  costs  for  the  Provincial 
utilities  sub-sector  in  the  period  1973  to  1977  have  been  about  13.8  per 
cent  overall.  We  have  ccmprcmised  and  assumed  that  the  employer  cost 
will  be  14  per  cent  exclusive  of  the  indexing  oost. 
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The  Cost  of  Indexing  Pensions 

Pensions  for  public  servants  and  teachers  are  indexed  with  the 
Consumer  Price  Index  up  to  8  per  cent  a  year  through  the  Superannuation 
Adjustment  Fund.  Hydro  pensions  have  recently  been  increased  8  per  cent 
every  two  years  by  amendments  to  the  plan,  that  is,  on  a  regular  ad  hoc 
system.  CMERS  and  HOOPP  pensions  have  been  increased  from  time  to  time 
in  the  past,   but  no  formal  arrangements  exist  for   future   indexing. 

Nevertheless  it  seems  likely  that  augmentation  of  pensions  to 
ccmpensate  for  inflation  will  take  place  in  all  public  sector  plans, 
whether  by  ad  hoc  increases  or  SAF-type  arrangements.  We  assume  that 
indexing  costs  will  be  incurred  in  each  of  the  five  sub-sectors  in  this 
study. 

Ihe  cost  of  indexing  for  public  servants  and  teachers  comprises 
three  items: 

-  payments  to  pensioners  v*io  contributed  to  SAF; 

-  payments  to  pensioners  v*io  did  not  contribute  to  SAF; 

-  payments  to  pensioners  under  prior  ad  hoc  pension  adjustments. 

The  amounts  under  these  headings  in  the  years  ending  March  31,    1978  and 
March  31,    1979  are  shown  in  Table  18. 
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As  the  government  is  paying  1  per  cent  of  payroll  to  the  SAF  with 
respect  to  payments  to  SAF  contributors,  the  oost  to  government  for  the 
year  ending  March  31,  1979  is  2.70  per  cent  for  PSSF  and  2.78  per  cent 
for  TSF.  These  figures  reflect  past  inflation,  which  was  low  until 
about  1965,  then  started  to  rise  and  has  been  over  8  per  cent  per  annum 
since  1973. 

The  value  of  a  life  annuity  v^ich  increases  at  5  per  cent  per 
annum  is  44  per  cent  greater  than  a  level  life  annuity  for  an  employee 
retiring  at  age  65.  On  a  pay-as-you-go  basis,  however,  the  ratio  of 
indexed  payments  to  level  payments  is  considerably  higher.  This  is 
because  in  the  funded  case  the  discounts  for  interest  have  most  effect 
on  the  payments  to  be  made  at  older  ages,  i^ere  the  indexing  additions 
are  greatest.  The  indexing  payments  are  in  fact  mostly  pay-as-you-go, 
since  the  SAF  has  a  relatively  small  and  only  temporary  effect.  Allow- 
ing tor  the  economic  assumptions,  with  inflation  at  5  per  cent  per 
annum,  the  ultimate  outgo  for  indexing  is  estimated  to  be  5.3  per  cent 
of  payroll.  It  should  be  noted  that  costs  will  be  increased  if  the 
average  retiranent  age  is  lowered. 

Assuming  that  indexing  in  some  form  will  be  introduced  in  all 
sub-sectors,  ve  consider  that  indexing  will  oost  the  employer  some  3  per 
cent  in  1980,  rising  to  4.3  per  cent  in  1995  in  provincial  government 
and  education  where  employees  contribute  1  per  cent  to  the  SAF.  In 
municipal,  health  and  provincial  utilities,  the  cost  is  4  per  cent  in 
1980,  rising  to  5.3  per  cent  in  1995. 

Summary 

The  following  rates  of  contribution  by  employers  to  the  pension 
plans  are  assumed: 

Regular  plan Indexing Total 


(Per  cent) 

(Per  cent) 

(Per  cent) 

Provincial  government 

10.1 

3.0  to  4.3 

13.1  to  14.4 

Municipal  government 

9.0 

4.0  to  5.3 

13.0  to  14.3 

Health 

7.7 

4.0  to  5.3 

11.7  to  12.3 

Education 

11.2 

3.0  to  4.3 

14.2  to  15.5 

Provincial  utilities 

14.0 

4.0  to  5.3 

18.0  to  19.3 

Projected  Payrolls  and 

Pension  Costs: 

1980-2005 

Using  the  data  and  assumptions  mentioned  above,  we  estimate  that 
payrolls  for  government  employment  will  rise  from  $8.9  billion  in  1980 
to  $84.9  billion  in  2005,  an  almost  tenfold  increase.  The  number  of 
employees  will  have  doubled,  and  average  salaries  will  be  nearly  five 
times  their  present  dollar  amounts.  Inflation  will  have  increased 
prices  to  three  times  their  present  level. 
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The  rates  of  growth  of  provincial  public  employment  and  payrolls 
are  faster  than  those  of  the  Ontario  work-force  as  a  whole.  Estimates 
made  by  the  Conmission  as  to  the  population  of  working  age  (20  to  64) 
will  serve  as  an  index  of  the  Ontario  work- force.  Also  the  estimates 
of  contributory  earnings  under  the  CPP  for  Ontario  residents,  while 
not  including  all  earnings,  provide  sane  indication  of  general  earned 
income. 


1980 


Per  cent 
2005     increase 


Public  service  employment   (thousands) 
Ontario  population  20-64    (thousands) 

Public  service  payroll   ($  billions) 
CPP  contributory  earnings 


465 

969 

108 

5,275 

7,316 

39 

8.9 

84.9 

854 

37.8 

281.7 

645 

Unfortunately,  CPP  contributory  earnings,  which  have  been  used 
because  no  other  estimates  of  total  Ontario  earnings  are  available, 
will  for  several  years  increase  faster  than  such  total  earnings.  The 
YMPE  is  rising  at  12-1/2  per  cent  per  annum,  so  that  the  contributory 
earnings  conprise  an  ever  larger  percentage  of  total  earnings.  The  YMPE 
will  continue  to  rise  at  12-1/2  per  cent  until  it  reaches  the  level  of 
average  earnings,  probably  soon  after  1985  (depending  on  the  inflation 
rate).  If  to  exclude  this  transition  period  vve  examine  the  growth  from 
1985  to  2005,  ve  find  that  the  public  service  payrolls  will  grow  by  490 
per  cent  v^hile  CPP  contributory  earnings  will  grow  by  330  per  cent  - 
showing  a  more  accurate  and  more  vivid  contrast  between  public  service 
payrolls  and  total  payrolls  in  the  province. 

Pension  costs  to  the  employers  in  the  Ontario  public  service  are 
expected  to  rise  in  relation  to  public  service  payrolls  as  follows: 


1980 

1985 

1990 

1995 

2000 

2005 

Pension  cost  excluding 

( 

[Millions 

of  dollars) 

indexing 

916 

1,479 

2,340 

3,563 

5,469 

8,432 

Pension  cost  including 

indexing 

1,221 

2,036 

3,329 

5,260 

8,129 

12,598 

Public  service 

( 

[Billions 

of  dollars) 

payroll 

8.9 

14.4 

23.0 

35.1 

54.6 

84.9 

Cost  as  percentage  of 

payroll : 

(Per 

cent) 

excluding  indexing 

10.3 

10.3 

10.2 

10.1 

10.0 

9.9 

including  indexing 

13.7 

14.1 

14.5 

15.0 

14.9 

14.8 

Thus,  pension  costs  for  basic  benefits  will  stay  close  to  10  per 
cent.  The  variations  are  primarily  due  to  the  different  growth  rates 
in  different  sectors,   since  we   assume   that   the  percentage  of  payroll 
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required  in  each  sector  for  basic  benefits  will  be  constant.  However, 
the  indexing  cost  will  rise  as  the  system  matures,  and  the  total  pension 
cost  falling  on  the  government  as  employer  will  rise  from  13.7  per  cent 
to  about  15  per  cent  of  payroll  and  then  become  roughly  level  (assuming 
no  change  in  the  benefits  of  the  pension  plans).  It  should  be  noted 
that  these  figures  do  not  include  contributions  to  the  Canada  Pension 
Plan  or  the  cost  of  any  other  federal  programs. 

Pension  costs  in  relation  to  total  earnings  of  the  Ontario  popu- 
lation will  rise,  as  indicated  by  the  following  comparison  with  CPP 
contributory  earnings,  which  are  a  high  proportion  of  all  earnings. 


1980 


1985 


1990 


1995 


2000 


2005 


Pension  costs  excluding 

indexing  916 

Pension  costs  including 

indexing  1,221 

CPP  contributory 

earnings  37.8 

Ratio  excluding   indexing         2.4 
Ratio  including   indexing         3.2 


(Millions  of  dollars) 
1,479       2,340       3,563       5,469       8,432 

2,036       3,329       5,260       8,129  12,598 

(Billions  of  dollars) 

65.5    96.8   136.3   195.2  281.7 

(Per  cent) 

2.3     2.4     2.6     2.8  3.0 

3.1     3.4     3.9     4.2  4.5 


Pension  costs  in  relation  to  total  earnings  of  the  Ontario  popu- 
lation will  therefore  rise  substantially.  It  should  be  noted  that  the 
fall  from  1980  to  1985  is  spurious,  being  due  to  the  rising  YMPE  of  the 
Canada  Pension  Plan  as  mentioned  above. 

Table  19  shows  the  dollar  amounts  for  the  projected  payrolls  and 
pension  costs . 
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Conclusions 

The  nmnber  of  provincial  public  servants  in  Ontario  is  estimated  to 
rise  from  465,000  in  1980  to  969,000  in  2005.  The  increase  is  108  per 
cent  compared  with  a  39  per  cent  increase  in  the  Ontario  population  of 
working  age. 

The  annual  cost  of  basic  pensions  (after  deducting  employee  contri- 
butions and  excluding  indexing)  will  rise  fron  nearly  $1  billion  in  1980 
to  $8.4  billion  in  2005.  This  is  the  consequence  of  the  increase  in  the 
number  of  public  servants  and  a  nearly  fivefold  increase  in  average 
salary,   while  prices  will  nearly  triple  in  the  period. 

In  addition,  the  cost  of  indexing  pensions  (taken  as  4  per  cent 
of  payroll,  rising  to  5.3  per  cent,  the  contributions  being  shared  in 
the  PSSF  and  TSF  by  the  employee)  will  rise  from  $305  million  to  $4.2 
billion.  Such  contributions  are  expected  on  our  assumptions  to  cover 
the  indexing  oost  on  a  pay-as-you-go  basis  until  2005  or  later,  but  if 
inflation  v^re  greater  oc  retirement  age  lower  than  in  our  assumptions, 
the  Superannuation  Mjustment  Fund  would  be  exhausted  and  the  cost  of 
this  item  would  rise  rapidly. 

The  five  public  employment  sub-sectors  have  widely  different  char- 
acteristics and  growth  rates.  The  growth  rates  of  employment  assumed  in 
our  calculations  are  shown  below,  together  with  the  projected  25-year 
increases: 


Enployment  in 

Annual  growth 

Increase,  1980-2005 

(Per  cent) 

(Per  cent) 

Provincial  government 

2.0 

64 

Municipal  government 

4.0 

167 

Health 

5.0 

239 

Education 

.75 

21 

Provincial  utilities 

3.0 

109 

The  percentage  of  females  varies  ranarkably  between  different  gov- 
ernment employments  -  frcm  14  per  cent  in  Provincial  utilities  to  79  per 
cent  in  the  health  sub-sector.  Overall  the  public  service  enployment  is 
45  per  cent  female,  compared  with  40  per  cent  in  the  Ontario 
work- force. 

The  rates  of  termination  of  employment  appear  to  be  quite  low  in 
the  education  and  utilities  sub-sectors  and  much  higher  in  the  provin- 
cial, municipal  and  health  sub-sectors. 

As  a  result  of  the  different  growth  rates  and  termination  rates,  it 
is  expected  that  the  average  age  will  fall  in  provincial  and  municipal 
and  health  service,  will  be  stable  in  utilities  and  will  rise  in  educa- 
tion.     The   cost    in  each   sub-sector    is   based   primarily  on   the   major 
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provincial  pension  plan  in  each  case    (i.e.,    ESSF,   CMERS,   HOOPP,    TSF   and 
Hydro) . 

It  is  not  possible  to  predict  the  trend  of  cost  as  a  percentage  of 
payroll  from  the  actuarial  information  available;  we  have  therefore  as- 
sumed that  basic  plan  costs  will  be  constant  percentages.  The  employer 
cost  as  a  percentage  of  payroll    is  taken  to  be: 


Basic 

pension  cost      Ultimate  indexing  cost 

(Per  cent) 

Provincial  government 

10.1                    4.3 

Municipal  government 

9.0                    5.3 

Health 

7.7                    5.3 

Education 

11.2                    4.3 

Provincial  utilities 

14.0                     5.3 

The  overall  pension  cost,  including  indexing  as  above  (and  weighted 
for  the  sub-sectors)  is  expected  to  rise  from  13.7  to  14.8  per  cent  of 
payrolls.  In  relation  to  the  overall  earnings  of  Ontario  workers,  the 
rise  will  be  even  steeper;  as  a  percentage  of  CPP  contributory  earnings 
it  will  rise  fran  3.2  to  4.5  per  cent  in  the  25-year  period. 
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NOTES 

(1)  R.M.  Skinner,  Accounting  Principles,  Toronto;  CICA,  1972,  quoted  in 
Accountants  International  Study  Group,  Study  No.  18,  Accounting  for 
Pension  Costs,  1977. 

(2)  R.M.  Skinner,  Pension  Accounting,  Toronto,  1980,  Clarkson  Gordon, 
p.  12. 

(3)  Accountants  International  Study  Group,  Study  No.  18,  paragraph  12. 

(4)  Ibid.,  paragraph  24. 

(5)  Tomenson-Alexander  Associates,  Report  on  Certain  Aspects  of  the 
Public  Service  Employee  Pension  Program,  1977,  p.  68. 
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Chapter  6 


Other  Public  Sector  Pension  Issues 


COLLECTIVE  BARGAINING  CF   PENSIONS 

There  are  94  unions  representing  approximately  373,000  members  of 
pension  plans  in  the  Qitario  public  sector  out  of  a  total  of  approxi- 
mately 450,000  employees  covered  by  pension  plans.  The  unions  range 
in  size  from  the  Ontario  Teachers'  Federation,  representing  105,000 
members,  to  the  Sheet  Metal  Workers  Union,  representing  two  members. 
IWenty-four  of  the  unions  represent  500  or  more  employees. 

Formal  bargaining  on  pensions  is  not  general  practice  in  the 
Ontario  public  sector.  Plans  that  are  subject  to  bargaining  (generally 
for  both  union  and  non-union  onployees)   are: 

-  Hydro  Pension  Plan 

-  London  and  Ottawa  Transit  Commissioi  plans 

-  Ontario  Northland  Transportation  Commission  plans 

-  Staff  plans  in  some  universities 

-  Faculty  plan  in  York  Lhiversity 

-  Closed  municipal  plans:  Metro  Toronto 

Metro  Police 
Borough  of  York 
City  of  North  Bay 

In  a  few  cases  pensions  are  excluded  fran  the  scope  of  collective 
bargaining  directly  or  indirectly  as  a  result  of  legislation.  The 
Crown  Einployees  Collective  Bargaining  Act,  v^iich  covers  many  members  of 
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the  PSSF,  expressly  excludes  pensions  from  the  scope  of  bargaining; 
however,  it  states  that  the  governing  principles  should  be  subject  to 
review  by  the  employer  and  the  bargaining  agent).  The  CMERS  Act,  which 
defines  the  terms,  conditions  and  benefits  of  the  plan,  allows  for  the 
negotiation  of  only  specified  supplementary  benefits.  The  Teachers' 
Superannuation  Act  makes  no  reference  to  collective  bargaining.  In 
effect,  the  provisions  of  these  plans  can  be  altered  only  by  negotiation 
with  the  government  as   opposed  to  the  immediate  employer. 

HOOPP  would  appear  to  be  theoretically  bargainable.  However,  the 
various  unions  in  tlie  health  sector  do  not  have  representation  in  all 
member  hospitals.  Even  if  they  did,  they  could  not  realistically  nego- 
tiate the  provisions  of  the  plan  unless  they  were  to  bargain  jointly. 
The  same  problem  would  exist  in  the  PSSF,  TSF,  and  OMERS  if  it  were 
possible  to  negotiate  the  provisions  of  these  plans,  since  all  are 
multi-employer  or  multi-union  plans.  In  a  few  cases,  notably  in  a 
number  of  universities,  it  would  appear  that  pensions  are  not  negotiated 
because  unionized  employees  constitute  a  minority  of  the  plan's  members. 

Most  unions  have  expressed  the  view  that  pensions  should  be  nego- 
tiable, on  the  ground  that  employer  contributions  to  pension  plans 
represent  anployee  incone  in  the  same  way  as  salaries  or  other  benefits, 
and  that  it  is  anomalous  that  they  should  be  able  to  bargain  on  all 
itans  of  compensation  except  pensions. 

The  Canadian  Union  of  Public  Employees  (CUPE),  in  its  brief  to  the 
Commission,  made  several  recommendations  on  this  point.  It  proposed: 

-  that  the  Ontario  Pension  Benefits  Act  be  amended  to  recognize 
bargaining  agents  as  the  legal  representatives  of  employees  with 
regard  to  pension  matters; 

-  that  legislation  be  amended  to  establish  mandatory  joint  pension 
boards  of  trustees  or  administrative  boards  with  an  equal  number 
of  representatives  of  employees  and  unions  where  one  or  both 
parties  so  desire;  and 

-  that  relevant  legislation  be  amended  to  give  unions  the  right  to 
negotiate  for  retired  employees. 

CUPE  stated  that  public  sector  unions  to  date  had  shown  very 
little  interest  in  the  area  of  pensions,  but  this  would  not  continue 
in  the  future,  and  more  stress  would  certainly  be  put  on  pensions. 
CUPE  recommended  co-management  as  the  appropriate  way  to  administer 
contributory  plans.  It  pointed  out  that  New  Brunswick  currently  had  a 
50-50  representation  in  the  administration  of  its  plans.  With  regard  to 
pensioners,  CUPE  noted  that  under  the  Ontario  Labour  Relations  Act  the 
employer  was  not  required  to  negotiate  with  the  union  on  behalf  of 
retired  employees.  However,  CUPE  had  moved  to  maintain  union  membership 
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for  retired  employees,  and  the  constitution  of  the  union  now  recognized 
their  rights.  Changes  in  the  law  were  required  to  uphold  these  rights. 

The  Ontario  Public  Service  Employees  Union  (OPSEU)  regarded  as 
"absolutely  unacceptable"  the  fact  that  employees  covered  by  the  Crown 
Enployees  Collective  Bargaining  Act  and  the  Colleges  Collective  Bargain- 
ing Act  vfere  not  allowed  to  negotiate  pensions.  The  union  maintained 
that  employer  contributions  towards  pension  benefits  are  simply  redi- 
rected wages  and,  accordingly,  WDrkers  had  a  right  to  the  entire  assets 
of  pension  funds.  Its  recommendaticns  v/ere: 

-  that  separate  pension  funds  be  created  for  bargaining  unit 
employees  in  the  public  service  and  in  the  colleges  of  applied 
arts  and  technology  and  turned  over  to  OPSEU,  which  would 
nominate  the  trustees  and  administrators  and  negotiate  the  rate 
of  anployer  contributions; 

-  that  hospital  pensions  be  negotiated  by  an  employer  council  and 
an  enployee  council  composed  of  bargaining  agents  representing 
hospital  anployees;  control  of  HOOPP  would  be  considered  during 
negotiations;  and 

-  that  legislation  be  amended  to  permit  OPSEU  to  negotiate  for 
retired  employees. 

While  OPSEU  wished  to  control  the  pension  plan  and  accept  responsi- 
bility for  the  fund,  it  would  not  accept  responsibility  for  accrued 
liabilities  v\*iich  occurred  due  to  mismanagement  by  the  employer.  How 
these  should  be  liquidated  and  by  whom  wDuld  be  a  matter  of  negotiations 
between  the  union  and  that  employer.  There  was  a  precedent  for  this 
type  of  arrangement,  it  said,  in  the  construction  and  garment  indus- 
tries. The  manner  of  liquidating  experience  and  actuarial  deficiencies 
would  be  negotiable  with  the  employer. 

The  Ontario  Nurses  Association  (ONA)  recommended  that  there  be 
legislation  to  provide  a  formal  means  for  employee  input  into  pension 
fund  management,  funding,  and  planning.  The  union  stated  that,  although 
HOOPP  was  theoretically  bargainable,  employees  had  no  say  in  the  plan 
whatever.  Ihe  ONA  bargains  on  a  local  basis,  but  pensions  are  on  a 
provincial  basis.  According  to  ONA,  the  individual  hospitals  had  no  say 
in  HOOPP  since  it  was  controlled  by  the  Ontario  Hospital  Association. 
It  was  possible,  however,  to  bargain  for  pensions  in  those  hospitals 
which  had  separate  plans. 

The  Ontario  Provincial  Police  Association  (OPPA)  stated  that  it  was 
only  in  the  last  3  or  4  years  that  there  had  been  some  consultation 
with  the  government  about  pensions.  Government,  it  said,  had  not  been 
unsynpathetic  to  the  association's  concerns.  However,  the  OPPA  felt 
that  the  government  had  not  fulfilled  its  role  in  ensuring  equita- 
ble treatment  for  provincial  police  officers.   In  the  absence  of  the 
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opportunity  to  negotiate  pensions,  it  was  the  responsibility  of  the 
government,  as  employer,  to  see  that  retirement  provisions  for  the  OPP 
were  comparable  with  those  in  other  Canadian  police  forces. 

The  Ontario  Teachers'  Federation  (OTF)  did  not  see  a  need  for 
formal  collective  bargaining  on  pensions.  In  a  sense,  it  said,  it 
goes  through  collective  bargaining  with  the  Ministry  of  Education. 
Discussion  of  pensions  at  the  local  level  would  create  chaos.  In  the 
future  there  would  be  a  need  for  consistency  across  the  public  sector, 
and  any  kind  of  local  negotiations  would  be  completely  against  that 
trend. 

There  are  a  number  of  reasons  behind  the  employers'  view  that 
public  sector  plans  should  not  be  negotiable: 

(i)  the  complexity  of  final  average  plans,  v*iich  would  make 
bargaining  of  pensions  very  difficult; 

(ii)  the  likelihood  that  bargaining  would  result  in  fragmentation 
of  plans; 

(iii)  the  possibility  that  each  bargaining  unit  would  attempt  to 
obtain  the  best  features  of  other  plans,  making  it  difficult 
to  control  costs;  and 

(iv)  the  view  that  it  is  the  anployer's  responsibility  to  ensure 
that  former  employees  have  an  adequate  retirement  incase. 

A  number  of  comments  should  be  made  about  these  points  in  order  to 
permit  sane  conclusions  to  be  drawn  about  their  significance. 

First,  with  regard  to  the  complexity  of  the  subject,  v\^ile  bar- 
gaining over  final  earnings  plans  is  not  unknown  (Ontario  Hydro  is  a 
case  in  point)  bargaining  usually  takes  place  in  flat  benefit  plans 
where  the  benefit  is  a  dollar  amount  per  year  of  service  and  the  plans 
are  ncxi-contributory.  (The  only  public  sector  plan  in  that  category  is 
one  at  McMaster  University).  Negotiation  of  a  final  earnings  plan  is 
said  to  be  more  difficult,  since  the  costing  of  such  plans  is  a  more 
complex  process.  Perhaps  the  key  issue  here  is  whether  the  complexity 
associated  with  final  earnings  plans  means  only  more  difficult  nego- 
tiations or  v^ether  it  would  be  likely  to  result  in  settlements  that  are 
contrary  to  the  public  interest.  The  answer  to  the  latter  question 
might  be  largely  dependent  on  how  the  parties  handled  deficiencies 
resulting   fran  underestimates  of  costs. 

The  view  that  collective  bargaining  might  result  in  fragmentation 
of  pensions  was  expressed  by  Jacob  Finkelman  in  his  Pteport  on  Employer- 
Employee  Relations  in  the  Federal  Public  Service  (1974).  In  recommending 
that  the  Federal  Superannuation  Plan  should  continue  to  be  excluded  from 
the  scope  of  bargaining,   Finkelman  stated    that   the   establishment   of   a 
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separate  plan  for  each  bargaining  unit  wDuld  seriously  inhibit  mobility 
within  the  public  service,  and  that  this  vvould  also  jeopardize  accrued 
entitlements  as  v\ell  as  the  actuarial  soundness  of  the  funds.  He  added, 
however,  that  some  form  of  coalition  bargaining  might  be  possible, 
though  this  wDuld  require  further  study. 

The  negotiation  of  public  sector  plans  in  Ontario  wDuld  undoubtedly 
result  in  some  degree  of  increased  fragmentation  if  only  because  it 
might  be  necessary  to  have  separate  plans  for  bargaining  unit  and  ex- 
cluded employees.  Whether  it  vvould  result  in  more  fragmentation  than 
that  MDuld  depend  on  the  approach  that  was  taken  to  bargaining.  For 
example,  some  form  of  coalition  bargaining,  as  mentioned  by  Finkelman, 
might  be  a  solution  to  the  negotiation  of  major  plans  in  which  there  are 
a  number  of  unions  (and  in  some  cases  many  employers).  Such  an  approach 
was  proposed  by  OPSEU,  v^ich  has  a  few  bargaining  units  in  hospitals,  as 
a  way  to  make  bargaining  of  HOOPP  more  than  a  theoretical  possibility. 
Specifically,  it  recorunended  in  its  submission  to  the  Commission  that 
the  HCXDPP  plan  be  negotiated  between  a  council  of  unions  and  an  employ- 
ers' council.  Ifow  practical  such  an  approach  might  be  (including  how 
acceptable  it  would  be  to  all  of  the  parties  involved)  is  a  question 
that  wDuld  require  more  study. 

The  third  argument  mentioned  for  excluding  pensions  fron  the  scope 
of  collective  bargaining  was  the  view  that  unions  would  attempt  to 
negotiate  for  themselves  the  best  features  of  other  plans,  and  that 
would  result  in  an  escalation  of  pension  costs.  This  wDuld  appear  to  be 
the  strongest  argument  for  excluding  pensions  fron  the  scope  of  negotia- 
tions. However,  since  bargaining  wDuld  cover  all  itens  of  oonpensation, 
it  might  just  as  easily  be  argued  that  the  negotiation  of  pensions  would 
force  unions  to  recognize  trade-offs  that  are  involved  among  salaries, 
pensions,  and  other  benefits.  Indeed,  the  greater  danger  may  be  that 
sane  unions,  particularly  those  with  a  yDung  irembership,  might  not  give 
sufficient  emphasis  to  pensions. 

The  latter  point  is  related  to  the  view  that  it  is  the  employ- 
er's responsibility  to  ensure  that  former  employees  have  an  adequate 
retirement  income.  An  employer's  image  may  be  adversely  affected  if 
long-service  employees  do  not  have  adequate  pensions.  Whether  or  not 
employers  are  more  likely  than  unions  to  be  concerned  about  the  adequacy 
of  pensions  for  all  employees  is  a  question  that  relates  generally  to 
issues  of  adequacy  and  pensioner  representation. 

Alternatives  to  Collective  Bargaining 

Enployee  Control  of  Pensions 

OPSEU  was  the  only  union  to  ask  for  control  of  pension  plan  funds 
and  administration.  Although  there  may  be  a  theoretical  case  for  this, 
no  single  employer  in  either  the  private  or  the  public  sector  as  yet  has 
handed  over  a  pension  plan  to  a  union.     Multi-employer  plans  -  which  are 
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administered  by  boards  of  trustees  appointed  by  unions  and  nenagement  - 
may  be  distinguished,  since  the  liability  of  participating  employers  is 
limited  to  a  cents-per-hour  contribution. 

A  basic  question  to  be  considered  is  v*iether  it  is  desirable  that 
pension  benefits  should  be  contingent  on  membership  in  a  particular 
union  or  bargaining  unit.  Aspects  that  would  have  to  be  considered 
include  union  membership  policies  (e.g.,  circumstances  in  which  ati- 
ployees  might  lose  their  membership  in  the  union,  the  feasibility  of 
ensuring  portability)  and  any  union  guarantee  of  benefits.  Employee 
control  would  also  have  to  be  considered  in  conjunction  with  the  issue 
of  uniformity,   an  aspect  which  is  discussed  later. 

Limited  Bargaining 

The  CMERS  plan,  vstiich  permits  negotiation  of  supplementary  bene- 
fits, is  a  model  v^hich  could  be  adapted  to  other  plans.  This  approach 
would  ensure  a  certain  level  of  pension  protection  for  all  employees 
while  permitting  those  v^*^o  feel  that  they  have  special  needs  to  nego- 
tiate better  or  different  provisions.  How  far  this  might  go  to  meet 
union  concerns  about  pensions  would  depend  on  the  nature  of  the  basic 
plan  provisions  and  the  range  of  cptions  made  a  subject  for  bargaining. 

Joint  Consultation 

With  the  exception  of  the  Hospitals  of  Ontario  Pension  Plan,  v^ich 
does  not  provide  for  consultation  with  employee  representatives,  most 
public  sector  plans  provide  for  some  form  of  consultaticn  with  employee 
representatives : 

Teachers'  Superannuation  Fund  -  The  Teachers'  Superannuation 
Ccgnmission,  v^ich  administers  the  fund,  is  composed  of  management 
and  unicn  representatives.  Pension  issues  are  discussed  by  the 
Minister  of  Education  with  the  Ontario  Teachers'  Federation. 

Public  Service  Superannuation  Fund  -  There  is  one  union  representa- 
tive on  the  four-member  Public  Service  Superannuation  Board,  and 
provision  is  made  for  a  joint  oonmission  with  representatives  from 
management  and  employees  to  discuss  pension  issues. 

Ontario  Municipal  Employees  Retirement  System  -  There  are  four 
union  representatives  on  an  11-member  board.  While  the  basic 
OMERS  plan  is  not  negotiable,  employees  of  each  municipality  may 
negotiate  with  their  employer  whether  or  not  they  will  join  two 
supplementary  plans  v^ich  are  offered  by  CMERS,  and  the  extent  of 
the  employer's  subsidy  to  the  supplementary  plan. 

The  Toronto  Transit  Commission  Plan  provides  for  a  joint  committee 
of  management  and  union  representatives  to  deal  with  pension 
issues . 
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The  Workmen's  Compensation  Board  Plan  provides  for  informal 
consultation. 

The  pension  plans  at  universities  are  subject  to  consultation 
between  faculty  and  management  representatives. 

The  Colleges  of  Applied  Arts  and  Technology  Plan  provides  for 
consultation  with  employee  representatives,  as  do  most  of  the  small 
plans  in  the  public  sector. 

Even  with  collective  bargaining,  there  would  be  advantages  to 
having  regular  consultation  between  employers  and  employee  groups  on 
pension  matters.  This  could  be  a  neans  to  involve  pensioners  in  dis- 
cussion of  matters  affecting  them.  (No  plan  presently  provides  for 
inclusion  of  pensioners  in  joint  committees.)  Whether  or  not  joint 
consultation  could  be  considered  a  meaningful  alternative  to  collective 
bargaining  depends  on  the  extent  to  \*ich  individual  unions  feel  they 
can  influence  policy  through  this  process.  Some  unions  obviously  be- 
lieve that  existing  mechanisms  are  not  sufficient.  On  the  other  hand, 
the  teachers  appear  to  be  satisfied  with  the  present  system  of  direct 
consultation  with  the  Minister  of  Education. 

Joint  administration  of  pensions  may  be  considered  an  extension  of 
joint  consultation,  and  in  general  this  is  an  area  in  which  management 
and  unions  have  co-operated  successfully  (e.g.,  the  Public  Service 
Superannuation  Board,  the  Teachers'  Superannuation  Commission,  the  CMERS 
Board ) . 

A  problem  that  may  arise  in  cases  where  employees  are  represented 
by  more  than  one  union,  is  that  of  determining  the  number  of  repre- 
sentatives each  union  will  have  en  the  board.  In  addition,  there  may  be 
a  need  to  provide  employees  with  some  form  of  appeal  procedure  from 
decisions  of  pension  boards. 

Wliile  the  Commission  favours  the  principle  of  collective  bargain- 
ing, formal  or  informal,  between  employers  and  employees  to  determine 
pension  benefits,  it  is  not  prepared  to  recommend  any  move  to  extend 
formal  collective  bargaining  in  the  public  sector  at  this  time.  The 
first  priority  for  the  government  in  relation  to  public  sector  pensions 
is  to  establish  cost  controls.  To  permit  more  collective  bargaining 
before  a  control  structure  such  as  that  recommended  by  the  Commission 
is  operating  effectively  would  only  lead  to  greater  costs,  v^ich  in 
turn  would  encourage  those  who  favour  a  move  to  a  defined  contribu- 
tion system.  In  any  case,  union  participation  is  not  just  a  matter  of 
removing  prohibitions  of  collective  bargaining  fran  the  legislation.  A 
satisfactory  system  of  representation  of  all  parts  of  the  bargaining 
unit,  through  coalition  bargaining  or  a  similar  joint  arrangement, 
would  have  to  be  worked  out  before  collective  bargaining  could  operate 
fairly  for  all  members  of  the  bargaining  unit  and  those  excluded.  It 
may  also  be  that  fragmentation  makes  any  type  of  collective   bargaining 
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impossible,  lb  t±ie  extent  that  these  problems  cannot  be  satisfactorily 
resolved,  pension  matters  should  continue  to  be  excluded  from  collective 
bargaining. 

Ihe  Commission  therefore  recommends: 

That  pensions  be  considered  as  appropriate  for  collective  bargain- 
ing in  the  public  sector,  subject  to  the  acknowledgement  that  there 
may  be  some  circumstances  in  which  collective  bargaining  may  not  be 
practicable,  and  that  no  new  areas  for  collective  bargaining  of 
pensions  be  opened  at  this  time. 


raNSIONER  REPRESEWTATION 

Both  CUPE  and  OPSEU  maintained  that  changes  should  be  made  in  la- 
bour legislation  so  that  unions  could  bargain  on  behalf  of  their  retired 
roanbers.  Hov^ever,  representatives  of  the  two  pensioner  organizations 
with  vhom  Dr.  Kelly  met  -  the  Ontario  Municipal  ftetirees  Organization 
and  the  Hamilton  Civic  Hospitals  Quarter  Century  Club  -  were  sceptical 
about  the  ability  of  unions  to  represent  the  interests  of  all  pen- 
sioners, and  maintained  that  there  was  a  need  for  separate  pensioner 
representation.  Both  groups  felt  that  changes  to  pension  plans  often 
favoured  active  employees  at  the  expense  of  retirees. 

Members  of  QMRO  receive  pensions  from  OMERS  and  also  from  Con- 
federation Life  (the  latter  a  closed  plan  for  employees  of  municipal 
utilities)  and  changes  had  been  made  to  both  of  these  plans  without 
input  from  or  even  notice  to  the  affected  pensioners.  Specific  con- 
cerns of  CMRO  v^re  an  announcement  by  OSIERS  that  regular  increases  for 
pensions  vould  be  discontinued  following  the  introduction  of  a  final 
average  earnings  plan,  and  the  decision  to  grant  a  50  per  cent  survivor 
clause  to  active  members  of  the  Confederation  Life  plan  vv^ile  giving 
retired  members  a  15  per  cent  increase  in  pensions.  More  generally, 
QMRO  was  critical  of  the  lack  of  information  provided  to  pensioners. 

As  far  as  can  be  determined,  pensioners  are  not  represented  at  the 
present  time  on  the  board  of  any  public  sector  pension  plan,  nor  do  they 
have  any  other  formal  say  in  decisions  affecting  them.  In  assessing 
vy^ether  oc  not  they  should  have  such  representation,  there  are  several 
questions  to  be  considered: 

-  What  would  be  the  object  of  such  representation?  Would  it  be 
primarily  to  lobby  for  pension  improvements?  If  so,  is  this  a 
form  of  representation  to  v^ich  pensioners  should  be  entitled  as 
a  matter  of  right?  Are  there  other  useful  purposes  that  could 
be  served? 


How 
appear 


effectively  could  pensioners  represent   themselves?     There 
ar  to  be  few  public  sector  pensioner  organizations,    though 
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the  Superannuated  Teachers  of  Ontario  and  the  Qitario  Municipal 
Employees  Retirement  Organization  represent  pensioners  of  two  of 
the  major  plans.  Assuming  that  pensioners  were  more  highly 
organized,  could  they  realistically  expect  to  have  an  effective 
voice  in  decisions? 

Although  a  number  of  unions  have  maintained  that  they  should 
be  allowed  to  represent  pensioners,  Ontario  labour  legislation  (or 
the  interpretation  that  has  been  given  to  it)  does  not  permit  unions 
to  bargain  on  their  behalf.  British  Columbia  appears  to  be  the  only 
jurisdiction  in  v\hich  such  representation  is  possible.  Employers  take 
the  position  that  unions  cannot  represent  former  employees,  \^^ile  some 
pensioner  representatives  have  also  suggested  that  unions  are  not  appro- 
priate organizations  to  represent  them.  First,  not  all  pensioners  are 
former  union  members.  Secondly,  they  feel  there  may  be  a  conflict  of 
interest  between  union  members  and  pensioners;  that  is,  unions  may 
emphasize  wage  increases  rather  than  pensions.  Even  in  matters  of 
pensions  there  could  be  a  conflict  of  interest  between  the  active  em- 
ployees and  the  retired  employees.  For  example,  active  aiiployees  might 
seek  a  final  average  formula,  while  the  retired  might  wish  to  have 
indexing  of  pensions   (as  in  CMERS). 

The  views  of  the  Commission  on  pensioner  representation  are  the 
same  for  the  public  sector  as  for  other  plans.  It  is  not  convinced  that 
pensioners  as  a  group  have  any  rights  for  representation  except  v^ere 
necessary  to  protect  those  rights  to  which  they  become  entitled  at 
retirement.  If  the  Conmission's  recommendations  for  the  full  protection 
of  retirees'  benefits  on  a  wind-up  basis  are  adopted,  the  Commission  can 
see  little  need  for  representation.  The  negotiation  of  better  rights 
after  retirement  is  a  completely  different  matter,  and  the  Commission 
sees  no  need  to  compel  employers  to  provide  representation  for  this 
purpose  -  either  directly  to  pensioners  or  indirectly  through  the  union. 

The  Commission  does  find,  however,  that  lack  of  communication 
between  employers  and  pensioners  may  have  created  a  desire  for  represen- 
tation as  a  means  to  obtain  information.  Einployers  might  well  consider 
more,  and  nore  timely,  disclosure  to  pensioners  as  a  response  to  the 
demand  for  representation. 


RECIPROCAL  TRANSFER  AGREEMENTS 

Reciprocal  transfer  agreements  as  providers  of  increased  portabil- 
ity are  discussed  generally  in  Volume  II,  Chapter  8.  Ihe  more  frequent 
use  of  these  agreements  in  the  public  sector  than  in  the  private  sector 
is  attributable  to  the  homogeneity  of  employers  within  the  transfer 
group.  The  agreements  are  primarily  between  Ontario  public  sector 
employers  and  between  the  Ontario  public  sector  and  that  of  other  juris- 
dictions in  Canada.  There  are  few  agreements  between  the  public  sector 
and  the  private  sector. 
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Legislation  under  v**nich  major  public  sectx>r  plans  in  Ontario  were 
established  permits  them  to  enter  into  reciprocal  transfer  agreements 
with  other  public  jurisdictions.  Some  plans  not  governed  by  specific 
legislation  also  provide  for  transfer  agreements.  Major  plan  provisions 
are  as  follows: 

PSSF:       Agreements  with  the  government  of  Canada,   most  provinces,    and 
the  major  pension  plans   in  the  Ontario  public  sector. 

TSF:         Agreements  witli  the  government   of   Canada,    the  PSSF,    the  CAAT 
Pension  Plan,   and  teachers'   plans   in  otlier  provinces. 

OMERS:     Agreements  with  the  government  of   Canada,    PSSF,    CAAT,    and   one 
province. 

HOOPP:     Agreements  with  the  government  of  Canada,    PSSF,    CAAT,    and    five 
hospitals. 

Hydro:     Agreements  with  the  government  of  Canada,    PSSF,    OMERS,    and   two 
provinces. 

Under  reciprocal  agreements,  double  contributions  with  a  nominal 
rate  of  interest  (ranging  from  3  to  5  per  cent)  are  transferred  from  one 
plan  to  another.  If  the  amount  transferred  is  less  than  the  receiving 
plan  requires,  the  employee  has  the  cption  of  purchasing  up  to  the  full 
pension  service  credit  earned   in  the  exporting  plan. 

The  university  plans  provide  for  few  reciprocal  agreements,  but 
most  plans  allow  for  the  transfer  of  double  contributions  plus  the  fund 
rate  of  interest  to  another  employer's  plan  or  to  an  ERSP,  provided  that 
the  contributions  are  locked-in.  The  exception  is  Trent  University, 
which  appears  to  permit  a  transfer  of  double  contributions  without 
locking-in,  or  a  refund  of  double  contributions  (subject  to  the  Pension 
Benefits  Act) . 

A  separate  aspect  of  portability  is  the  case  v^ere  the  government 
decides  to  move  certain  programs  fron  one  area  to  another  in  the  public 
sector.  A  variety  of  bases  have  been  used  for  the  calculation  of  pen- 
sion transfer  values   in  such  cases. 

Transfers 

Although  it  is  not  possible  to  show  how  many  persons  moved  from  one 
public  sector  plan  to  another  in  1977,  it  is  clear  that,  relative  to 
total  terminations,  little  use  is  made  of  the  opportunity  to  transfer 
double  contributions  from  one  plan  to  another.  For  instance,  there  were 
4,302  terminations  from  the  PSSF  in  1977  (excluding  retirements).  During 
the  same  period,  there  vere  106  transfers  under  reciprocal  agreements. 
Some  280  university  employees  took  advantage  of  the  option  to  transfer 
double  contributions  to  RRSPs  or  other  plans. 
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Table  1 

Ontario  Public  Sector,  Transfers  Into  and  Out  of 

Plans  with  Reciprocal  Agreements,  1977 


Sub-sector 

Into  plans 

Out 

of  plans 

Provincial  government 

140 

132 

Municipal  government 

17 

78 

Health 

60 

30 

Education 

Tteachers 

10 

12(a) 

CAAT 

91 

42 

a     1976. 

Source     Royal  Commission  on  the  Status  of  Pensions 

in  Ontario,   "Ontario  Public  Sector  Elnployee 

Pension  Study  Efeta." 

In  addition  to  transfer  arrangements  for  OTiployees  v\*io  voluntarily 
terminate  their  employment,  arrangements  have  also  been  made  to  ensure 
portability  of  pension  rights  v^en  employees  have  involuntarily  termi- 
nated their  membership  in  a  plan  as  a  result  of  programs  being  moved 
from  one  area  to  another  in  the  public  sector.  Ten  major  transfers, 
listed  below,  took  place  between  1966  and  1978.  For  some  employees, 
the  basis  on  which  the  transfers  were  arranged  was  less  favourable 
than  wDuld  have  been  the  case  had  they  transferred  under  reciprocal 
agreements,  v\^ile  for  others  the  opposite  was  the  case. 

Transfers  into  the  PSSF  fron  other  Funds 


Metro  Juvenile  and  Family  Court  -  1966 

Administration  of  Justice  -  1968 

Property  Assessors  -  1970 

Water  Resources  -  1972 

Ontario  Housing  Corporation  -  1976 


125  employees 
2, 000  employees 
2,000  employees 

400  employees 
1,000  employees 


Transfers  from  the  PSSF  to  other  Funds 

-  University  of  Guelph  -     1965     : 

-  Colleges  of  ^plied  Arts  and 
Technology  -     1967      : 

-  Hospitals  of  Ontario  Pension 

Plan  -  1977/78: 

Others 


800  employees 
700  employees 
420  employees 


-  Nursing  schools  fron  HOOPP  to 

CAATs  -  1973   : 

-  Hydro  to  OMERS  (Municipal 
restructuring  of  Ifydro) 

canmenced  in  1977,  should  eventually  cover: 


800  employees 
500  employees 


202 


Some  criticism  was  expressed  of  t±ie  operation  of  existing  recip- 
rocal transfer  agreements.  Ihe  Ontario  Nurses  Association  stated  that 
while  there  is  portability  within  HOOPP,  there  is  no  portability  for 
employees  of  independent  hospital  plans.  Nurses  who  transfer  to  or 
from  one  of  tJiese  hospitals  lose  their  pension  credits  if  they  are  not 
vested.  Problems  are  found  in  HOOPP,  which  has  only  limited  portability 
within  the  public  sector.  More  fundamentally,  v»hile  many  nurses  put  in 
long  years  of  service,  few  have  the  unbroken  service  that  is  required  to 
build  up  pension  rights  under  current  vesting  regulations. 

Ihe  OPPA  noted  that  while  members  could  go  to  municipal  police 
forces  and  transfer  their  pensions  to  OMERS,  not  all  smaller  police 
forces  qualified.  In  addition,  pensions  are  not  transferrable  to  plans 
in  other  areas  of  employment  to  which  police  might  move,  such  as  a 
security  oonpany.  Dean  E.F.  Baumert,  Northern  College  of  ^^plied  Arts 
and  Technology,  suggested  that  it  should  be  possible  to  provide  for 
country-wide  portability  v^ich  would  enable  public  sector  employees  to 
move  freely  from  one  province  to  another.  Some  individuals  outlined 
specific  problems  relating  to  their  own  pension  entitlement;  these 
problems  stemmed   from  two  aspects  of  existing  reciprocal  mechanisms: 

(i)  the  requirement  that  a  person  who  joins  the  Ontario  public 
service  fran  an  organization  with  v*iich  it  has  a  reciprocal 
agreement  must  do  so  within  3  months  of  leaving  the  previous 
employer;  and 

(ii)  the  fact  that  transfer  arrangements  do  not  cover  employees 
who  moved  to  the  public  service  prior  to  the  retroactively 
established  date. 

In  the  first  case,  it  was  maintained  that  the  three-month  require- 
ment vsQs  unduly  restrictive,  given  the  length  of  time  that  may  elapse 
between  termination  of  employment  and  the  start  of  new  employment.  In 
the  second  case,  it  was  suggested  that  the  retroactive  date  should  have 
been  extended   further  back. 

While  the  ODmmission  generally  favours  any  practice  which  has  the 
effect  of  increasing  true  portability,  one  of  its  prime  concerns  for 
public  sector  plans  is  oost.  Reciprocal  transfer  rights  are  one  of  the 
benefits  noted  in  the  list  of  especially  desirable  features  for  com- 
parison with  the  private  sector  in  the  chapter  on  public  sector  costs. 
There  is  no  doubt  that  reciprocal  transfer  agreements  result  in  higher 
costs  for  the  public  sector  employer.  Any  extension  of  reciprocal 
rights  should  be  considered  carefully  from  the  oost  point  of  view. 

Sonetimes  the  agreement  may  operate  to  provide  a  better  result  for 
transferring  employees  than  for  those  v^o  stay.  For  example,  most 
university  plans  allow  for  the  transfer  of  double  contributions  plus  the 
fund  rate  of  interest,  either  to  another  anployer's  plan  or  to  an  RRSP, 
provided  the  contributions  are  locked-in.      Up   to  about   age  45,    double 
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contributions  might  provide  for  higher  benefits  than  those  promised 
in  any  defined  benefit  plan  for  each  year  of  service,  but  for  older 
employees  they  would  fall  increasingly  short  of  purchasing  the  promised 
benefits.  Ihus,  a  younger  person  v;ho  moved  to  another  plan  and  for  whom 
double  contributions  were  transferred  to  an  RRSP  in  respect  of  service 
with  the  previous  employer  might  end  up  with  a  higher  pension  than  would 
have  been  received  had  the  employee  been  employed  continuously  with 
either  one  for  the  same  number  of  years.  For  an  older  employee,  the 
opposite  might  be  the  case. 

Seme  plans,  in  connection  with  reciprocal  transfer  rights,  provide 
an  option  for  the  employee  to  buy  back  past  service  credits  in  the 
receiving  plan.  Again,  the  Commission  has  no  objections  if  these  rights 
are  properly  costed  and  the  cost  fairly  allocated  between  employer 
and  anployee.  Sane  agreements,  for  example,  may  operate  to  allow  an 
employee  who  transfers  into  the  plan  to  obtain  inflation  protection 
under  the  Superannuation  A3justment  Benefits  Act  for  pension  service 
accrued  in  a  plan  in  which  no  such  protection  was  provided.  Such  bene- 
fits should  only  be  provided  at  a  suitable  cost  to  the  transferring 
employee . 

The  Commission  therefore  recommends: 

That  the  terms  of  reciprocal  transfer  agreements  for  public  sector 
employees  be  reviewed  and,  where  necessary,  be  altered  to  result  in 
neither  undue  gain  nor  undue  loss  to  the  person  making  a  transfer 
from  one  plan  to  another  and  to  ensure  that  the  cost  of  additional 
benefits  v\hich  become  available  upon  transfer,  such  as  improved 
benefits  for  past  service  with  other  plans,  are  fairly  allocated 
between  the  employer  and  the  employee. 


PENSIONS  FOR  mOVINCIAL  JUDGES 

Ontario  has  legislative  jurisdiction  over  the  pensions  of  191 
provincial  court  judges  and  8  small  claims  court  judges.  At  present, 
pensions  for  these  judges  are  governed  by  the  Public  Service  Super- 
annuation Act.  Judges  contribute  7  per  cent  (less  CPP  contributions)  to 
the  PSSF,  as  do  provincial  civil  servants.  The  pension  formula  is  a 
2  per  cent,  five  years'  highest  earnings  formula,  to  a  maximum  of  70  per 
cent  integrated  with  CPP  benefits.  Cost-of-living  adjustments  are  made 
annually,  based  on  increases  in  the  CPI,  to  a  maximum  of  8  per  cent. 
Survivors  are  eligible  to  receive  half  the  pension  entitlement  if  the 
plan  member  is  vested;  if  not,  the  survivor  is  entitled  to  twice  the 
member's  contributions  plus  interest.  Normal  retirement  age  is  65. 
However,  as  with  other  PSSF  members,  judges  may  retire  at  age  60  with  an 
unreduced  pension,  providing  they  have  20  years'  service  or  their  years 
of  age  and  service  equal  90.  The  salary  of  a  provincial  court  judge  is 
currently  about  $52,000. 
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Submission  of  the  Judges 

Ihe  Provincial  Court  judges  are  seeking  ijnproved  pension  benefits 
and  a  plan  separate  from  that  of  public  sector  employees.  They  submit 
that  independence  of  the  judiciary  requires  financial  security  both 
while  on  the  bench  and  in  retirement,  and  that  a  special  status  in  pen- 
sion matters  is  therefore  needed  that  cannot  be  fulfilled  by  membership 
in  the  public  service  employees'  plan. 

The  principle  is  well  established  that  the  judiciary,  as  one  of  the 
three  branches  of  government,  should  have  separate  status  if  it  is  to 
remain  independent  and  free  from  undue  influence.  In  an  address  to  the 
Meeting  of  Ganmonwealth  Law  Ministers  on  August  23,  1977  in  Winnipeg, 
Chief  Justice  Bora  Laskin  of  the  Supreme  Court  of  Canada  said, 

"Ihe  extent  of  the  separation  will  reflect  the  significance  which 
the  political  authorities  attach  to  adjudication  and  to  the  role  of 
judges   in  the  interpretation  and  application  of  the  law." 

The  Provincial  Judges  Association  believes: 

"...that  an  adequate  pension  or  annuity  such  as  is  enjoyed  by  the 
federal  judges,  is  a  support  that  must  be  provided,  in  order  to 
maintain  the  independence  of  the  Provincial  judges,  and  if  the  said 
support  is  lacking,  the  result  is  an  outside  pressure  that  could 
threaten  the  independence  of  the  judiciary." 

If  institutional  traditions  that  assist  the  judiciary  in  the  devel- 
opment of  adjudicative  law  are  to  develop,  the  judiciary  must  have  its 
own  exclusive  framework  within  v*iich  to  grow.  Ihe  judiciary,  although 
not  independent  of  the  structure  of  government,  must  have  independence 
of  function  within  that  structure.  The  salaries  and  pensions  of  federal 
judges  are  fixed  by  Parliament  as  required  by  section  100  of  the  BNA 
Act. 

The  judges  urge  implementation  of  a  separate  pension  plan  pur- 
suant to  the  Provincial  Courts  Act,  ^^^ich  provides  that  the  Lieutenant- 
Governor  in  Council  may  make  regulations  providing  for  the  benefits  to 
v^ich  judges  are  entitled,  including  "pension  benefits  for  judges  and 
their  widows  and  surviving  children,  and  for  the  transfer  or  other 
disposition  of  benefits  in  respect  thereof  to  which  persons  appointed  as 
Judges  under  this  Act  were  entitled  under  the  Public  Service  Super- 
annuation Act  at  the  time  of  their  appointment  under  this  Act"  (Section 
28(1)).  This  provision  was  enacted  after  the  McRuer  Report  on  Civil 
Rights  which  recommended  that  the  salaries  of  magistrates  be  equated  to 
those  of  county  court  judges.  In  1973,  the  Ontario  Law  Reform  Commis- 
sion observed  that  the  Provincial  Courts  Act  clearly  contemplated  a 
separate  scheme  of  benefits  for  provincial  judges.  It  recommended  that 
pension  benefits  be  provided  on  a  non-contributory  basis  as  they  are  for 
federally-appointed  judges. 
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It  was  argued  by  His  Honour  Judge  V.K.  McEwan  on  behalf  of  the 
judges,  that  the  provisions  in  the  Provincial  Courts  Act  require  the 
plan  for  judges  to  be  constituted  under  that  act,  although  the  wording 
of  the  act  is  permissive  in  form.  It  is  also  doubted  that  judges  are 
"civil  servants"  or  "crcwn  employees"  or  "public  servants"  as  defined  in 
the  PSSA.  His  argument  is  supported  by  the  reasoning  in  landreville  v. 
The  Queen. (1) 

Special  status  is  also  urged  having  regard  to  the  "second  career" 
nature  of  judicial  duties.  In  1970  the  average  age  of  appointment  to 
Provincial  Court  (Criminal  Division)  was  44  years.  The  maximum  number 
of  pensionable  years  of  service  is  21,  and  the  PSSA  plan  would  yield  a 
pension  of  40  per  cent  of  the  average  of  the  five  highest  years  of 
salary.  Ihe  judges  pointed  out  in  their  brief  that  their  pension  bene- 
fits Vi^re  poorer  than  those  of  provincial  judges  in  any  other  province 
except  Nova  Scotia. 

The  judges  are  seeking  pension  benefits  similar  to  those  provided 
for  members  of  Ontario's  Legislative  Assembly  under  the  Legislative 
Assembly  Retirement  Allowances  Act  {lARA) .  The  current  oonpensation  of 
MIAs  is  $22,000  plus  an  $8,000  expense  allowance.  Ihey  contribute  8-1/2 
per  cent  of  salary,  and  the  unit  of  benefit  is  4  per  cent  for  the  first 
10  years  and  3.5  per  cent  for  the  next  10  years  up  to  a  maximum  of  75 
per  cent  based  on  the  average  of  the  highest  3  years'  salary.  The 
government  does  not  pay  CPP  contributions;  accordingly,  the  CPP  benefit 
is  stacked.  There  is  no  provision  for  automatic  indexation  of  retire- 
ment benefits,  but  there  have  been  three  ad  hoc  adjustments  to  date. 
Full  accrued  pension  benefits  are  payable  v^en  age  and  service  equal  55 
after  a  minimum  service  of  5  years.  The  survivor  pension  is  60  per 
cent,  plus  10  per  cent  for  each  child  to  a  maximum  of  three. 

In  1978  the  judges  asked  for  the  same  pension  benefits  as  members 
of  the  Legislative  Assembly  but  with  the  same  indexing  as  public  ser- 
vants. Their  present  objective  is  a  benefit  which  accumulates  at  a 
slightly  lower  rate  than  provided  for  under  LARA;  i.e.,  they  would 
accumulate  70  per  cent  of  salary  in  21.5  years,  v\^ile  LARA  members 
accumulate  75  per  cent  of  salary  in  20  years.  However,  the  judges 
ask  for  autanatic  indexing  v^ich,  in  their  case,  would  increase  tlie 
liability  by  approximately  50  per  cent  assuming  autanatic  indexing  at  5 
per  cent  each  year.  The  judges  also  wish  to  pay  lower  contributions 
than  members  of  LARA  (7  per  cent  of  salary  instead  of  8-1/2  per  cent). 

Actuaries  for  the  government  have  calculated  liabilities  for 
judges'  pensions   (based  on  155  judges  -  now  191)   as  follows: 
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Total  liability 
(Millions  of  dollars) 

1.  Judges'  existing  benefits  under  the  PSSF 

a)  With  no  indexing 

Retirement  at  age  70  23.7 

Retirement  at  age  65  25.4 

b)  With  indexing 

Retirement  at  age  70  34.7 

Retirement  at  age  65  39.4 

2.  LARA  benefits  applied  to  judges 
amended  as  of  August  29,  1979 

a)  With  no  indexing 

Retirement  at  age  70  36.4 

Retirement  at  age  65  43.1 

b)  With  indexing 

Retirement  at  age  70  54.3 

Retirement  at  age  65  67.8 

Members  of  the  Legislative  Assembly  receive  the  same  insurance 
benefits  as  civil  servants:  life  insurance,  long-term  disability  insur- 
ance, medical  insurance,  and  dental  insurance.  Judges  also  receive 
these  benefits.  However,  judges  now  participate  in  other  public  service 
benefits,  the  most  costly  of  which  is  attendance  gratuity/severance 
pay. 

Conclusion 

The  Commission  agrees  with  the  submission  of  the  judges  that  the 
independence  of  the  judiciary  requires  the  enactment  of  a  pension  plan 
for  judges  separate  fron  that  of  civil  servants  and  so  recommends.  Such 
a  plan  should  be  subject  to  the  Pension  Benefits  A::t. 

Similarly  no  issue  was  taken  with  the  separate  plan  for  MPPs, 
and  the  Commission  supports  the  separate  plan  for  MPPs  provided  it  is 
subject  to  the  requirements  of  the  Pension  Benefits  Act.  We  support 
such  separate  plans  not  because  of  the  short-service  nature  of  tlie 
respective  duties  or  the  special  nature  of  the  careers,  but  rather  as  a 
corollary  of  the  separation  of  judicial,  legislative  and  executive 
powers  of  government. 
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Our  recxxTimendation  applies  to  all  members  of  the  judiciary.  Jus- 
tices of  the  Peace  Harold  J.  Gibson  and  Ralph  E.  Faulkner  (Brief  396), 
submitted  that  Justices  of  the  Peace  are  members  of  the  judiciary  rather 
than  public  or  civil  servants.  The  Attorney  General  should  be  requested 
to  determine  this  matter  of  legal  status.  All  members  of  the  judiciary 
to  which  Ontario's  legislative  powers  apply  should  then  be  members  of 
the  same  plan. 

It  is  not  the  function  of  this  Commission  to  recommend  the  terms  of 
plans.  That  is  best  left  to  negotiation  between  the  judges  and  the 
government,   and  to  the  Legislature. 


PENSION  PARITY 

The  question  of  pension  parity  for  public  sector  employees  has 
three  general  aspects: 

1.  Parity  with  the  private  sector  plans 

This  matter  is  discussed  in  detail  in  the  chapter  on  cost.  The 
Commission  endorses  the  principle  that  parity  is  desirable  (assuming 
sane  reliable  method  of  comparison)  and  that  the  government,  as  em- 
ployer, should  not  lead  the  way.  Sane  of  the  Commission's  recommend- 
ations -  that  all  public  sector  plans  should  be  explicitly  subject  to 
the  Pension  Benefits  Act;  that  all  benefits  must  be  funded  in  an  es- 
tablished fund;  and  that  investments  must  be  through  the  private  capital 
markets  -  should  assist  in  a  movement  towards  parity  between  public 
sector  and  private  sector  plans.  Some  of  the  following  discussion 
relating  to  parity  among  Ontario's  public  sector  plans  is  also  affected 
by  the  course  taken  in  the  private  sector. 

2.  Parity  between  Ontario  public   sector  plans  and   those  of  other 
jurisdictions 

Chapter  2  contains  a  oanparison  of  the  nein  provisions  of  both  the 
PSSF  and  the  Legislative  Assembly  Retirement  Allowances  Account  (LARA) 
with  those  of  oanparable  plans  in  other  jurisdictions.  These  comparisons 
reveal  a  good  deal  of  similarity  in  pension  benefits  provided  by  the 
various  jurisdictions  in  Canada.  There  is  no  doubt  that  the  design 
reflects  a  movement  towards  parity  not  so  much  to  facilitate  mobility 
among  the  jurisdictions  as  the  desire  to  obtain  the  best  benefits  possi- 
ble. This  approach  is  borne  out  by  the  brief  of  the  Ontario  Provincial 
Police  Association  (Brief  183)  in  wtiich  part  of  the  argument  was  based 
on  a  survey  comparing  the  retirement  age  and  benefit  provisions  under 
federal,  provincial  and  municipal  plans  for  major  police  forces  in 
Canada.  While  no  jurisdiction  has  a  single  plan  covering  all  public 
sector  employees,  the  federal  government  and  Quebec  government  plans 
have  a  much  wider  range  of  membership  than  does  the  PSSF,   while   in   some 
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other  jurisdictions  there  appears  to  be  a  high  degree  of  uniformity  of 
benefits  among  different  plans.  It  appears,  too,  that  efforts  are  being 
made  in  some  provinces  to  bring  about  greater  equalization  of  benefits. 

The  Commission  sees  a  natural  movement  towards  parity  among  the 
various  jurisdictions  in  Canada  but,  given  the  differing  conditions  of 
employment  in  each  jurisdiction,  it  makes  no  recommendation  that  the 
government  should  take  steps  to  hasten  this  movement. 

3.   Parity  among  Ontario  public  sector  plans 

Views  expressed  to  Dr.  Kelly  and  in  briefs  to  the  Commission  on  the 
subject  of  parity  of  public  sector  pension  plans  were  mixed.  There  was 
a  fairly  widespread  view  that  greater  uniformity  would  be  desirable.  Yet 
many  felt  that  their  own  particular  group  had  special  needs  which  might 
not  be  met  effectively  under  a  oonpletely  standardized  approach. 

CUPE,  for  example,  indicated  that  it  would  like  to  see  uniformity 
in  terras  of  benefits,  negotiations,  and  administration;  and  OPSEU  ex- 
pressed a  similar  view.  A  merging  of  plans,  the  latter  added,  should  be 
a  long-term  objective,  not  to  be  attempted  until  standards  had  been 
brought  up  to  the  same  level.  In  CUPE's  opinion,  the  Colleges  of 
Applied  Arts  and  Technology  (CAAT)  plan,  for  example,  was  poorer  than 
the  PSSF.  Sane  had  indexation,  others  did  not.  The  same  contributions 
did  not  provide  the  same  benefits  in  each  plan.  Although  in  favour  of 
greater  uniformity,  OPSEU  stressed  that  there  should  be  separate  plans 
for  bargaining  unit  and  other  employees. 

The  OTF  stated  that  it  would  go  along  with  some  similarity  of 
pensions  within  the  public  sector,  but  it  would  not  support  any  hard  and 
fast  uniformity  because  the  situation  of  teachers  was  different.  For 
exanple,  they  stay  in  the  profession  for  a  long  time  and  for  that  reason 
have  excellent  service  linkage  and  reciprocal  agreements  within  the 
teaching  profession.  Employees  in  other  public  sector  areas  might  not 
see  those  features  as   important. 

Most  other  conments  on  this  issue  came  from  university  employee 
groups  and  these  largely  centred  on  whether  there  should  be  greater 
uniformity  among  university  plans  rather  than  on  whether  there  should  be 
more  uniformity  with  other  areas  of  the  public  sector.  A  number  of 
briefs  pointed  out  aspects  of  disparity  among  the  plans.  These  are 
outlined  in  Chapter  2.  Readers  are  also  referred  to  the  detail  of  major 
plan  provisions  for  each  sub-sector  set  out  in  Volume  VII. 

While  many  of  the  differences  among  the  plans  are  minor  and  prob- 
ably reflect  circumstances  at  the  time  the  plan  was  introduced  and  the 
nature  of  the  employment  group  covered,  there  are  some  areas  of  general 
interest  to  be  addressed. 
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Adequacy 

Over  95  per  cent  of  members  are  in  plans  in  which  the  basic  bene- 
fits are  calculated  on  a  final  or  best  average  formula.  Many  of  these 
plans  have  a  2  per  cent  per  year  accrual  rate.  This  type  of  plan  is 
acknowledged  to  provide  the  best  benefits  of  those  generally  available. 
Conplaints  of  inadequate  pensions,  therefore,  result  not  from  the  bene- 
fit formula  but  rather  from  the  effect  of  short  service  accruals  under 
the  plan.  This  problem,  dealt  with  extensively  in  Volume  II,  affects 
employment  pensions  generally  and  not  just  pensions  for  public  sector 
employees.  If  the  mandatory  plan  recommended  by  the  Commission  is 
adopted,  a  basic  level  of  protection  will  be  created.  The  public  em- 
ployee supplementary  pensions  should  then  be  assessed  by  the  government 
on  the  net  replacement  ratio  method  to  determine  a  suitable  level  of 
benefit  accrual.  These  levels  are  the  subject  matter  for  discussion 
between  government  onployers  and  their  employees,  but  must  be  considered 
against  the  background  of  cost  and  parity  with  the  private  sector.  For 
exanple,  the  teachers  who  now  have  a  seven-year  averaging  wDuld  like  to 
move  to  five-year  averaging.  Ihe  additional  cost  should  be  considered 
in  the  light  of  total  benefits  under  the  teachers'  plan. 

Indexing 

Cost  is  a  lijniting  factor  for  indexing  of  retirement  benefits.  The 
Ccranission  has  reconmended  the  funding  of  indexing  in  accordance  with 
proposed  amendments  to  the  Pension  Benefits  Act,  and  repeal  of  the 
Superannuation  ASjustments  Benefits  Act.  If  indexed  benefits  are  to 
continue  to  be  promised  as  at  present  the  cost  must  be  shared  between 
employer  and  employee  in  sane  manner  that  recognizes  the  whole  cost. 
This  is  not  to  say  that  indexing  should  not  be  extended  to  those  public 
sector  plans  v*iich  do  not  now  provide  indexing  (OMERS,  HOOPP  among  the 
major  plans)  but  rather  that  the  benefit  must  be  funded  and  the  full 
cost  recognized  and  paid  for  by  the  parties.  If  the  full  cost  is  so 
recognized,  discussion  between  employers  and  employees  will  determine 
what  benefits  are  needed  and  to  v^at  extent. 

Conditions  for  Retirenent 

a)   Earlier  normal  retirement 

Several  groups,  notably  the  Qitario  Provincial  Police,  seek  special 
treatment  in  acquiring  a  fully  accrued  pension  at  retirement  at  age  55 
with  30  years'  service,  or  similar  earlier  retirement  provisions.  These 
provisions  would  create  a  desire  among  public  employees  in  general  for 
earlier  retirement  and  would  foster  a  demand  for  equal  treatment  on  the 
ground  of  parity  among  public  employees,  unless  special  circumstances 
warrant  different  retirement  provisions. 

The  OPP  Association  argues  that  such  treatment  should  be  afforded 
because  of  the  stress  accompanying  the  job  and  because  its  physical 
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requirements  are  such  that  working  beyond  age  60  may  create  a  danger  to 
the  public.  Similar  arguments  based  on  job  stress  were  made  by  the  TSF 
and  the  Ontario  Nurses  Association. 

The  Commission  has  pointed  out  the  costs  involved  in  earlier 
retirement.  If  such  special  treatment  is  granted,  it  should  not  be 
without  recognition  of  the  full  cost  and  possibly  increased  contri- 
butions by  the  employees  towards  the  costs,  as  is  now  done  by  some 
groups  under  OMERS.  It  is  also  necessary  to  consider  the  economic 
consequences  of  the  loss  of  experienced  personnel. 

For  these  reasons  the  Commission  does  not  favour  any  general 
reduction  in  the  age  at  which  unreduced  pensions  are  available.  It  does 
acknowledge  that  there  may  be  special  circumstances  for  particular 
groups  of  employees  v^ich  make  unreduced  pensions  at  lower  retirement 
ages  necessary. 

In  the  COTimission's  opinion  it  has  not  been  shown  that  job  stress 
for  certain  groups  in  the  public  sector  is  any  different  from  that  in 
certain  job  situations  in  the  private  sector  such  as  those  of  miners. 
Whether  there  are  other  special  circumstances  which  warrant  different 
treatment  for  any  one  group  of  government  employees  is  a  matter  of 
informal  bargaining  between  employer  and  employees. 

The  Commission  therefore  recommends  that  the  Government  of  Ontario 
not  take  steps  to  lower  the  existing  retirement  ages  at  vhich  unreduced 
pensions  are  available  except  where  it  can  be  demonstrated  that  unre- 
duced pensions  at  earlier  ages  are  a  necessity  for  a  special  group.  In 
those  cases  the  additional  cost  of  earlier  unreduced  retirement  benefits 
should  be  fairly  borne  by  employer  and  employees. 

b)  Calculation  of  actuarial  reductions 

The  Ontario  Teachers'  Federation  (Brief  192)  raises  a  problem 
regarding  actuarial  reductions  for  early  retirement  v^hich  v\as  not  other- 
wise presented  to  the  Commission.  It  proposed  that  pension  reductions 
for  early  retirement  never  exceed  actuarially  determined  reductions  in 
benefits.  There  was  no  evidence  offered  that  this  in  fact  was  happen- 
ing, but  the  Commission  would  support  the  principle  for  all  employment 
pension  plans  that  the  employee  taking  early  retirement  should  not 
suffer  a  penalty  greater  than  that  required  to  protect  the  solvency  of 
the  pension  plan.  If  this  should  become  an  issue  it  should  be  referred 
to  the  Pension  Commission  of  Ontario  for  consideration  and,  if  neces- 
sary, regulation. 

c)  Re-employment  after  retirement;  the  earnings  test 

The  cpportunity  to  retire  on  an  actuarially  unreduced  pension  prior 
to  age  65  is  more  prevalent  in  public  sector  plans  than  in  the  private 
sector.     Retirement  conditions  are  described   in  Chapter   2.      Whether   or 


211 


not  one  should  then  be  allowed  to  be  re-employed  either  by  the  same 
employer  or  a  new  one  without  affecting  the  payment  of  the  pension 
raises  questions  about  the  nature  of  a  pension;  whether  a  pension  has 
been  fully  earned  so  that  it  is  irrelevant  whether  or  not  one  pursues 
other  employment,  or  v^t^ether  a  pension  is  to  provide  incone  v*^en  one  is 
no  longer  gainfully  employed. 

The  latter  view  is  reflected  in  the  notion  of  an  earnings  test, 
under  vhich  the  pension  of  a  retired  onployee  is  suspended  or  reduced 
when  earnings  from  employment  exceeds  a  specified  level.  The  notion  of 
pensions  as  deferred  wages,  on  the  other  hand,  supports  pensions  as 
earned  rights,  with  a  pension  to  be  received  unconditionally  once  the 
conditions  for  earning  it  have  been  fulfilled. 

An  earnings  test  may  be  applied  whether  or  not  a  retiree  is  65. 
Although  after  age  65  there  may  be  no  dramatic  decrease  in  employment 
earnings,  there  seems  litle  support  for  the  imposition  of  an  earnings 
test  after  age  65.  ^parently  there  is  a  generally  accepted  shift  to 
the  view  of  a  pension  as  an  earned  right  once  one  has  reached  age  65. 

Sane  public  sector  plans  impose  an  earnings  test.  For  example,  if 
a  pensioner  receives  more  than  the  amount  permitted  under  section  16 
of  the  Public  Service  Superannuation  Act  (PSSA)  from  re-employment 
or  engagement  in  the  service  of  the  Crown,  the  pension  is  reduced  by 
the  amount  by  v\iiich  the  pension  payments  plus  the  salary  for  the  re- 
employment exceeds  the  salary  at  the  time  of  retirement.  However,  there 
is  an  exanption  viiere  the  person  is  re-employed  in  the  expert  category 
under  the  Public  Service  Act. 

The  Teachers'  Superannuation  Act  generally  prohibits  re-employment 
while  in  receipt  of  a  pension.  In  exceptional  cases,  the  regulations 
provide  a  formula  for  reduction  of  pension  income  if  a  pensioner  is  re- 
employed. CMEFS  suspends  the  payment  of  pensions  during  re-employment 
unless  the  retiree  has  attained  71  years  of  age.  Ontario  Hydro  permits 
certain  re-employment  of  superannuates  for  a  period  of  one  year  without 
suspension  of  pension. 

The  Commission  received  seme  criticisms  of  these  earnings  tests. 
Mr.  Norman  Adams  (Brief  388)  had  WDrked  for  27  years  with  the  LCBO  and 
retired  in  1967.  Since  then,  he  had  been  employed  on  a  casual  basis  as 
a  court  constable.  He  could  earn  $1,074.64  per  quarter  and  tlien  excess 
earnings  viere  reduced  dollar  for  dollar  frcm  his  pension. 

There  are  several  inequities  and  issues  related  to  the  earnings 
test.     The  following  should  be  noted: 

1.     NDt  all  Ontario  public  sector  plans  have  an  earnings  test. 
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2.  Ihe  PSSA  reduction  formula  is  based  on  the  latest  pre- 
retirement earnings;  these  may  be  relatively  low  in  nominal 
terms  vshere  the  person  has  been  retired   for  some  years. 

3.  An  earnings  test  previously  provided  in  the  federal  public 
service  plan  was  removed  in  1975.  Consequently,  a  retired 
federal  civil  servant,  unlike  his  counterpart  in  Ontario, 
may  have  post-retirement  earnings  from  any  source  without  a 
reduction  in  pension  -  even  if  the  new  employment  is  with  the 
federal  or  the  Ontario  government. 

4.  The  PSSA  provides  for  exemption  frcm  reduction  or  suspension  if 
a  person's  expertise  is  desired  by  the  Lieutenant-Governor  in 
Council.  Ihus,  low-level  and  unskilled  workers  are  more  likely 
to  be  subject  to  the  earnings  test.  Ihe  sophisticated  may  also 
use  corporate  vehicles  to  avoid  reduction. 

5.  Ehiployment  by  employers  other  than  the  Crown  does  not  affect 
pension  entitlement.  If  the  intent  of  the  legislation  is  to 
prevent  an  employee  from  earning  both  pension  and  a  salary 
sijTiultaneously,  the  legislation  does  not  go  far  enough  -  except 
perhaps  for  teachers.  By  the  very  nature  of  the  training  of  a 
teacher  and  the  employment  cpport unities,  it  is  almost  impos- 
sible for  a  retired  teacher  to  obtain  a  teaching  job  in  CTitario 
without  offending  the  rule  against  continuing  employment.  The 
employer  is  to  all  intents  the  government,  though  a  teacher  may 
be  hired  by  different  boards  of  education.  Thus  the  teacher  is 
in  the  position  vvhere  he  or  she  cannot  obtain  other  employment 
in  his  or  her  cwn  field  of  expertise. 

If  the  legislation  is  to  control  demand  for  re-employment  after 
retirement  it  is  questionable  viiether  that  control  should  be  exercised 
in  the  guise  of  a  limit  on  pension  entitlement.  If  the  Human  Plights 
Code  were  amended  to  outlaw  mandatory  retirement  provisions  based  on 
age,  the  use  of  an  earnings  test  might  become  more  widespread  as  a  tool 
for  controlling  retirement  age.  The  validity  of  an  earnings  test  for 
this  purpose  could  be  questioned  in  both  the  private  and  the  public 
sectors. 

The  use  of  earnings  tests  is  not  now  widespread  in  the  private 
sector.  The  auto  industry  has  been  unable  to  enforce  these  provisions 
(viiich  extend  to  all  employment  and  not  just  with  the  former  employer) 
primarily  because  of  unavailability  of  inccme  tax  information.  In  the 
Canmission's  opinion  it  is  important  for  the  government  to  monitor  what 
is  happening  in  the  private  sector  to  determine  whether  the  earnings 
test  should  remain  in  those  public  sector  plans  \4iich  now  use  one. 
It  should  also  be  noted  that  retirees  in  the  private  sector  who  are 
subject  to  an  earnings  test  with  the  same  fonner  anployer  have  much  more 
opportunity  to  find  employment  with  a  different  onployer.  Or\  this  point 
alone,   teachers  can  make  a  good  case  for  the  withdrawal  of  the   earnings 
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test.     However,   teachers'  pension  levels  and  c3eclining  job  c^portunities 
may  be  such  that  an  earnings  test  by  itself  will  not  result  in  hardship. 

Revenue  Canada  has  recently  taken  a  position  which  concerns  an 
earnings  test  for  employment  pensions.  In  response  to  a  request  from 
William  M.  Mercer  Limited,  Revenue  Canada  gave  the  following  ruling: 

"There  is  no  intention  that  the  rules  set  out  in  Information 
Circular  72-13R5  prohibit  an  employee  who  has  retired  from  employ- 
ment and  is  in  receipt  of  a  pension  frcm  subsequently  taking  casual 
or  part  time  employment  with  his  former  employer,  v^ether  over  or 
under  age  65  at  the  time  of  such  re-employment,  provided  that  such 
casual  or  temporary  employment  does  not  qualify  as  pensionable 
service  under  that  enployer's  pension  plan.  In  other  words,  such 
casual  employees  may  receive  both  remuneration  and  pension  at  the 
same  time,  even  though  under  age  65,  provided  they  are  not  accruing 
further  benefits  under  the  plan. 

"Paragraph  10(a)  of  the  Circular  does  not  prevent  an  employee  from 
retiring  frcm  one  employer,  taking  employment  with  another  and  at 
the  same  time  drawing  a  pension  from  the  former  and  remuneration 
from  the  latter,  regardless  of  the  employee's  age.  The  paragraph 
does,  however,  restrict  an  onployee  frcm  retiring  before  age  65  for 
purposes  of  the  plan  cnly  and  continuing  in  employment  with  that 
employer  -  at  least,  it  prevents  payment  of  the  pension  prior  to 
age  65  under  such  circumstances." (2) 

Thus,  Revenue  Canada  recognizes  age  65  as  a  line  of  donarcation  to 
be  applied  v\^ere  a  pension  plan  otherwise  might  pay  benefits  uncon- 
ditionally to  persons  vho  qualify  before  that  age,  even  if  they  continue 
in  the  same  employment.  To  be  acceptable  for  tax  purposes,  a  plan 
therefore  must  impose  some  form  of  retirement  test  where  a  pension 
becones  payable  before  age  65.  Ihe  test  of  retirement  must  relate  at 
least  to  continuation  with  the  same  employer,  but  may  allow  for  "casual 
or  temporary  employment"  without  affecting  the  person's  pension.  In  no 
case  -  before  or  after  age  65  -  can  further  pension  credits  accrue 
to  a  retiree  v\^ile  a  pension  is  being  paid.  There  is  no  requirement, 
however,  that  the  plan  take  notice  of  a  pensioner's  employment  with 
another  fiimi,  or  \4iether  such  other  onployment  is  pensionable  under  a 
different  plan.  (Certain  exceptions  to  these  rules  are  mentioned  in  the 
circular  referred  to  above). 

The  OPP  Association  objected  to  the  application  of  the  PSSA  earn- 
ings test  to  policemen,  on  the  ground  that  re-employment  in  the  private 
sector  was  unavailable.  VJhether  certain  groups  within  the  PSSF  such  as 
police  and  teachers  require  special  recognition  of  their  inability  to 
obtain  re-employment  other  than  in  the  Qitario  public  sector,  should  be 
a  decision  left  to  the  particular  anployer  and  Management  Board. 
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In  the  private  sector  the  earnings  or  retirement  test  has  developed 
in  circumstances  v«here  those  who  were  entitled  to  retire  before  normal 
retirement  age  viere  paid  certain  supplements  to  ensure  they  could  live 
in  retirement  before  payments  from  government  programs  (OAS  and  CPP) 
commenced.  It  was  reasonable  to  preserve  the  intent  of  such  supplements 
by  requiring  a  complete  or  partial  withdrawal  from  the  work-force. 
Special  provisions  for  unreduced  pensions  before  age  65  in  the  public 
sector  entail  subsidies  analogous  to  these  supplements  and  therefore  the 
Ccmmission  can  endorse  the  use  of  an  earnings  test  in  the  public  sector 
plans  before  age  65.  After  that  age  however,  taking  into  consideration 
the  inequities  mentioned  above,  the  Ganmission  sees  no  justification  for 
the  continuation  of  such  tests. 

The  GoTimission  therefore  reconmends  that  all  earnings  and  retire- 
ment tests  for  public  sector  employees  who  have  attained  the  age  of 
65  be  abolished;  and  that  other  action  be  determined  by  the  govern- 
ment after  considering  the  Revenue  Canada  rules  and  examining  its  own 
re-onployment  policy,  so  that  public  sector  policy  for  re-employment 
conditions  will  follow  that  in  the  private  sector. 


ADMINISTRATION  OF  PUBLIC  SECTOR  PENSIONS 

Responsibility  for  the  administration  of  several  of  the  major 
public  sector  pension  plans  does  not  lie  with  the  employer.  OMERS  is 
administered  by  an  11-member  board  consisting  of  7  employees,  2  elected 
representatives,  and  2  civil  servants,  all  appointed  by  the  Lieutenant- 
Governor  in  Council;  the  TSF  is  administered  by  the  Teachers'  Super- 
annuation Canmission,  consisting  of  6  members  appointed  by  the  Minister 
of  Education  and  5  appointed  by  teachers;  the  &jeen's  University  plan  is 
administered  jointly  by  employer  and  employees;  HOOPP  is  cperated  by  an 
employer  association,   the  Chtario  ffospitals  Association. 

This  separation  of  responsibility  from  the  ariployer  creates  special 
problems  for  the  control  of  pension  costs.  We  have  already  noted  the 
effect  on  pension  costs  of  the  fact  that  teachers'  salaries  are  bar- 
gained between  teachers  and  individual  school  boards  (the  employer) 
while  the  pension  benefits  are  settled  through  the  Ministry  of  Educa- 
tion. The  government  should  pay  particular  attention  to  costs  v*iere  the 
employer  is  not  in  control  of  the  pension  administration. 

Either  the  employer  pays  all  oosts  of  administration  or  costs  are 
paid  out  of  plan  funds.  With  one  exception,  the  employer's  contribu- 
tions are  charged  to  the  employing  institution,  even  in  multi-employer 
plans.  This  is  also  true  for  the  PSSF  v^ich  charges  back  to  employing 
ministries  and  agencies  all  payments  made  on  behalf  of  members,  includ- 
ing deficiencies.  The  exception  is  the  TSF,  to  which  the  Ministry  of 
Education  pays  all  employer  payments  including  deficiencies,  with  no 
charge-back  to  the  employing  school  boards.  Administrative  costs  for 
CMERS  vere  6  per  cent  of  expenditures    ($23.4  million)    in   1976.      PSSF 
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administrative   costs    in  1978  were  $1.6  million,   or   2.8  per   cent  of 
expenditures. 

There  is  clearly  no  overall  control  by  any  one  person,  ministry, 
conmission  or  board,  of  the  cost  or  co-ordination  of  pension  benefits. 
The  area  of  cost  and  its  allocation  which  is  of  prime  concern  to  the 
Conmission,  has  been  dealt  with  extensively  and  recommendations  made  for 
the  establishing  of  cost  control.  The  question  of  co-ordinating  pension 
benefits  remains. 

Most  provinces  in  Canada  have  established  central  co-ordinating 
and  control  mechanisms  for  public  employee  pension  funds.  The  same 
is  true  of  many  jurisdictions  in  the  United  States.  In  the  last  two 
or  three  years,  steps  have  been  taken  to  strengthen  existing  mecha- 
nisms as  a  result  of  a  better  understanding  of  pensions  generally  and  a 
greater  awareness  of  their  financial  impact.  Control  is  exercised 
either  through  the  consolidation  of  public  sector  pension  plans,  as  in 
Qjebec  and  sane  U.S.  jurisdictions,  or  the  establishment  of  a  central 
board  or  conmission  with  responsibility  for  recommending  legislative 
changes  and  controlling  costs.  The  latter  method  is  used  in  British 
Columbia. 

In  Ontario,  limited  control  has  been  instituted  through  a  review  by 
Management  Board  of  proposals  for  changes  in  public  sector  pension 
provisions  vhere  the  plan  is  established  under  acts  or  regulations. 
Guidelines  for  pension  valuation  have  also  been  issued  to  the  five  major 
plans.  A  number  of  pension  plans  in  the  public  sector,  hovvever,  are  not 
subject  to  specific  legislation.  ISb  legislation  other  than  the  Pension 
Benefits  Act  exists  to  establish  standards  or  control  for  all  pension 
plans  applicable  to  public  employees  in  Ontario. 

The  Conmission  considered  alternatives  to  solve  the  co-ordination 
and  control  problem  in  addition  to  its  reconmendations  for  cost  control. 
One  alternative  was  a  consolidated  public  sector  pension  plan  to  cover 
all  public  sector  onployees.  Vliile  it  would  not  be  difficult  to  legis- 
late a  basic  plan,  it  wDuld  probably  be  necessary,  for  the  acconmodation 
of  the  needs  of  different  groups  (such  as  teachers  and  police),  to  adopt 
supplementary  plan  features  as  has  been  done  under  the  OMERS  plan.  In 
that  event,  the  real  difficulties  of  funding,  cost  control  and  varying 
employer-employee  relationships  would  remain.  Indeed  these  problems 
could  be  magnified  by  conbining  groups  with  different  experience,  such 
as  HOOPP  with  its  mobile  work- force  and  the  TSF  with  its  long-service 
employees.  The  same  benefits  will  have  different  oosts  depending  oi  the 
make-up  of  the  group.  These  costs  in  return  could  affect  the  contri- 
butions required  frcm  the  anployees. 

(>ie  large  plan  would  also  present  administrative  difficulties  in 
representation  from  the  various  sut)-sectors  and  unions.  A  body  made  up 
of  many  representatives,  each  with  a  special  interest  to  advance,  is 
unlikely  to  achieve  an  overall   view  of    the   needs  of   the  whole   group. 
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On  the  other  hand,  if  all  groups  v*?re  not  represented  in  some  way  the 
scheme  wDuld  lose  credibility  and  there  would  inevitably  be  employee 
dissatisfaction. 

While  such  an  overall  plan  might  have  positive  effects  for  admin- 
istrative control,  the  Commission  sees  it  as  disruptive  in  the  extreme 
for  the  employees,  who  are  familiar  with  their  existing  plans  and  for 
vfhosn  the  individual  plan  design  is  probably  most  appropriate.  As  long 
as  the  defined  benefit  plan  continues  to  be  the  normal  vehicle  for 
public  sector  plans  the  Commission  would  not  recommend  a  consolidated 
pension  plan.  However,  if,  as  suggested  in  the  discussion  of  cost 
control,  such  control  cannot  be  effected  and  there  is  a  move  to  the 
defined  contribution  plan  type,  then  one  consolidated  plan  could  be 
seriously  considered. 

Another  alternative  the  Ccxnmission  considered  vas  the  creation  of  a 
central  board  or  commission  with  legislated  authority  to  assume  the 
tasks  of  providing  cost  control  and  co-ordination  for  all  plans  in  the 
public  sector.     The  purpose  of  such  a  body  would  be  to: 

-  make  such  recommendations  to  the  government  as  will  result 
in  consistent  and  cost-efficient  pension  benefits  for  public 
employees,  bearing  in  mind  the  impact  of  any  changes  on  the 
private  sector; 

-  ensure  that  costs  of  existing  or  projected  pension  benefits 
in  the  public  sector  are  reported  on  a  consistent  and 
generally  accepted  basis; 

-  receive  sutmissions  from  public  employers,  employees,  un- 
ions, pensioners,  plan  administrators,  and  other  interested 
parties,  on  pension  benefits  matters; 

-  recommend  to  the  government  the  organization  and  responsi- 
bilities of  pension  plan  administrative  boards  and  invest- 
ment committees  in  the  public  sector,  including  provisions 
for  appropriate  employee  representation; 

-  maintain  such  records  as  are  necessary  for  the  performance 
of  its  duties  and  require  appropriate  regular  reporting  from 
public  sector  pension  plans. 

The  Commission  does  not  favour  the  creation  of  such  a  body  at 
this  time  but  prefers  instead  that  cost  control  be  effected  through 
Management  Board  and  the  Treasury  as  recommended  earlier.  With  the 
overall  cost  control  function  might  be  linked  the  power  to  organize 
administrative  and  investment  committees  to  advise  the  plan  sponsors. 
Cost  control  through  Management  Board  and  Treasury  goes  to  the  very 
heart  of  the  cost  problem.  Creating  another  board  to  stand  between  the 
plan  sponsors  and  Management  Board  and  the  Treasury  might  produce   only 
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additional   complexity,    with   the   final   decision   still    to  be  made   at 
Management  Board  and  Treasury  level. 

In  the  Commission's  opinion,  it  is  important  that  a  viable  cost 
control  and  co-ordinating  mechanism  be  put  in  place  before  the  govern- 
ment proceeds  with  changes  in  the  existing  pension  benefits  structure  in 
the  public  sector. 

There  may  be  need  for  some  body  to  deal  specifically  with  indi- 
vidual anployee  matters  such  as  adjudication  of  any  pension  entitlement 
disputes.  At  the  present  time  there  is  no  appropriate  appeal  procedure 
established.  Since  pensions  are  not  generally  negotiable  in  the  public 
sector,  differences  cannot  be  resolved  by  a  grievance  board,  and  some 
appeal  procedure  is  necessary.  This  should  be  made  available  through 
the  Pension  Commission  of  Ontario,  as  reconmended  in  Volume  III,  Chapter 
13.  It  is  important  that  the  same  body  adjudicate  pension  entitlement 
disputes  for  both  the  public  and  the  private  sectors.  This  is  in 
keeping  with  the  principle  of  employing  a  common  approach  for  both 
sectors.  It  is  also  important  for  government  anployees  to  have  access 
to  a  body  which  is  independent  from  the  government  as  pension  plan 
sponsor . 


EFFECT  OSI  THE  PUBLIC    SECTOR   OF    THE    COMMISSION'S    RECOMMENDATIONS    FOR 
EMPLOYMENT  reNSICN  PLANS 

The  Commission  affirms  the  principle  that  government  employer 
pension  plans  should  be  administered  on  the  same  basis  as  those  of 
employers  in  the  private  sector.  Accordingly,  the  recommendations 
contained  in  the  first  part  of  the  report,  "Design  for  Retirement,"  are 
equally  applicable  to  all  anployment  pension  plans  in  Ontario.  The  only 
recommendation  vvhich  is  different  for  public  sector  plans  is  that  which 
requires  public  sector  plans  having  assets  of  more  than  $150  million  to 
file  an  actuarial  valuation  annually  with  the  Pension  Commission  of 
C*itario,  v*iile  all  other  plans  (in  the  private  or  public  sector)  need 
file  only  triennially.  Where  Volume  VI  is  silent  on  important  matters 
such  as  eligibility,  transfer  rights,  vesting,  portability,  etc., 
reference  should  be  had  to  Volumes  II  and  III. 

The  recoTimendations  for  the  establishment  of  a  mandatory  retirement 
savings  plan  (PURS)  will  have  the  same  implications  for  public  sector 
plans  as  it  has  for  those  in  the  private  sector.  If  PURS  is  adopted, 
the  public  sector  plans  will  becane  more  supplementary  and  may  be  al- 
tered to  meet  the  needs  of  the  vvork-force  covered  by  a  particular  plan. 
The  PURS  plan  may  be  in  addition  to  the  employment  pension  or  it  may  be 
integrated  with  it.  We  have  set  out  in  Volume  II  the  requirements  for 
integration. 

For  the  public  sector  the  Conmission  sees  a  special  need  to  assess 
existing  plans  both  with   and  without  PURS   integration,   on  a  net   re- 
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placement  ratio  basis.  Since  the  major  public  sector  plans  are  using 
final  or  best  average  formulas  they  may  already  be  providing  adequate 
retirement  income  when  the  pension  payment  is  added  to  income  from 
government  programs,  in  terms  of  "available  income"  as  defined  by  the 
Cormission  in  assessing  adequacy  of  government  programs.  Accordingly, 
instead  of  increasing  the  total  benefit,  it  may  be  better  to  allocate 
any  funds  released  by  integration  with  PURS  to  the  provision  of  infla- 
tion protection. 

PURS  should  not  be  a  signal  simply  to  increase  existing  pen- 
sion benefits  for  government  employees  by  ignoring  integration.  This 
would  have  serious  implications  for  government  costs  and  would  also 
require  an  additional  contribution  from  government  employees  who  are 
already  contributing  higher  percentages  than  those  in  most  private 
sector  plans.  Clearly,  there  is  a  need  to  observe  a  reasonable  balance 
between  people's  provision  for  retirement  income  and  their  present-day 
consumption  requironents. 

If  employment  plans  are  integrated  with  PURS  it  will  be  incumbent 
on  the  Pension  Canmission  of  Ontario  to  see  that  the  rights  on  transfer 
are  protected  for  the  PURS  minimum  on  a  fully  funded  basis  as  in  any 
defined  contribution  plan.  The  Commission's  recommendations  for  the 
funding  of  public  sector  plans  should  therefore  be  implemented  as  soon 
as  possible  if  integration  with  PURS  is  to  be  undertaken. 
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NOTES 

(1)  Landreville  v.  The  Queen,  unreported.  Federal  Court  of  Canada, 
April  29,  1980.   Judge  McEwan  argues  in  a  letter  to  the  Commission 
dated  September  9,  1980: 

"In  my  submission,  that  decision  fortifies  the  contention  contained 
in  my  brief,  filed  on  January  24th,  1980,  that  the  word  'may'  where 
it  appears  in  the  first  line  of  section  28(1)  of  The  Provincial 
Courts  Act  is  mandatory  and  must  be  read  as  'shall.' 

"1  have  also  drawn  the  attention  of  your  Counsel  to  the  provisions 
of  section  99c( 1 )  of  The  Judicature  Act  R.  S.O.  1970  as  amended. 
This  section  was  enacted  by  Section  4  of  The  Judicature  Amendment 
Act  S.O.  1975  Chap.  30.   Prior  to  this  enactment,  the  Masters  of 
the  Supreme  Court  derived  their  pensions  from  the  Public  Service 
Superannuation  Fund.   Section  99c( 1 )  obviously  envisaged  and 
intended  inter  alia  the  creation  of  a  new  scheme  of  pensions  for 
the  Masters  which  would  be  separate  from  the  Public  Service 
Superannuation  Fund;  and  for  the  transfer  to  that  scheme  of  the 
existing  entitlement  to  benefits  which  the  Masters  were  considered 
to  have  from  the  Public  Service  Superannuation  Fund.   In  my 
submission,  any  construction  of  section  99c(1),  other  than  the 
foregoing,  would  render  the  section  meaningless  and  superfluous. 

"Much  of  the  wording  of  section  99c( 1 )  is  almost  identical  to  that 
of  section  28(1)  of  The  Provincial  Courts  Act.   If  the  foregoing 
sxibmission  as  to  the  intention  of  the  Legislative  Assembly  in 
enacting  section  99c(1)  of  The  Judicature  Act  is  correct,  it  was 
likewise  the  intention  of  the  Legislative  Assembly  that  Provincial 
Judges,  their  widows  and  surviving  children  be  provided  inter  alia 
with  a  scheme  of  pension  benefits  separate  from  the  Public  Service 
Superannuation  Fund." 

(2)  Quoted  from  Mercer  Actuarial  Bulletin,  August,  1979,  Volume  29, 
Number  8. 
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Chapter  7 


Conclusions 


The  Commission  sees  pensions  for  public  sector  employees  as  no 
different  from  those  for  private  sector  employees.  They  are  provided 
voluntarily,  may  be  wound  up  voluntarily,  and  reflect  the  needs  and 
desires  of  the  particular  employee  group  and  its  employer.  It  follows 
that  the  regulation  and  operation  of  these  plans  should  parallel  the 
private  sector,  except  in  the  very  few  instances  v^ere  closer  regulation 
is  required  in  the  public  sector  for  cost  control  purposes.  Therefore 
the  discussion  and  recommendations  for  employment  pensions  set  out  in 
Volumes  II  and  III  apply  equally  to  pension  plans   in  both  sectors. 

Recommendations  in  this  volume  are  primarily  directed  to  having 
public  sector  pensions  move  to  parallel  operation  with  private  sector 
plans;  for  example,  in  funding  under  the  Pension  Benefits  Act,  invest- 
ment in  the  private  sector  markets,  and  in  bringing  indexing  within  the 
plan  provisions. 

The  Ganmission  sees  pension  benefits  themselves  within  the  scope  of 
total  coTipensation.  The  Commission  endorses  the  principle  that  the 
public  sector  should  not  lead  the  private  sector  in  total  oonpensation, 
however  difficult  the  establishment  of  criteria  for  measuring  compen- 
sation. There  should  therefore  be  some  concern  on  the  part  of  the 
government  to  achieve  overall  parity  between  the  private  and  the  public 
pension  sectors.  Vie  say  "overall"  because  we  recognize  that  the  same 
benefits  for  different  groups  of  people  will  vary  in  cost,  and  vfs  regard 
cost  as  the  most  important  criterion  for  comparing  total  compensation. 
Within  overall  parity  there  should  also  be  room  to  accommodate  the 
special  needs  of  a  particular  group  of  employees.  As  in  the  private 
sector,  preferences  of  a  group  of  employees  should  be  determined  by 
negotiation,  formal  or  informal,  between  those  ©Tiployees  and  their 
employer . 
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Having  said  that  public  sector  and  private  sector  pensions  should 
be  treated  in  the  same  way,  vse  also  have  to  recognize  that  public  sector 
pension  plans  differ  markedly  in  size,  and  in  degree  of  cost  control. 
As  a  result,  there  are  special  problems  of  administration.  At  the 
present  time  these  problems  are  aggravated  by  data  prepared  on  differing 
bases  and  for  differing  time  periods,  and  by  a  lack  of  control  over  all 
public  sector  pensions  by  one  agency  of  government.  Our  recommendations 
are  directed  to  solving  these  problems  with  a  view  to  putting  the  gov- 
ernment in  a  sound  position  to  recognize  and  control  pension  costs 
in  the  future.  If  this  is  not  done  now  the  overall  costs  will  very 
soon  be  out  of  control  to  the  detriment  of  the  taxpayers  of  Ontario 
and  ultimately  the  plan  members.  The  alternative  to  the  kind  of  cost 
control  recommended  is  to  discontinue  the  present  plans  and  switch  to  a 
money-purchase  design.  If  it  is  impossible  for  government  to  identify 
and  control  the  costs  of  its  pension  plans,  then  perhaps  the  only  answer 
is  a  new  design.  Cost  control  is,  without  doubt,  the  most  important 
area  in  v\hich  the  government  must  take  action  now  for  public  sector 
pension  plans. 

The  reconmendations  applying  specifically  to  public  sector  plans 
are  set  out  in  full   in  the  Summary  Report. 
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NUMBER  AND  MEMBERSHIP  OF  PENSION  PLANS 

Table  1  provides  t±ie  number  and  membership  of  plans  by  size  within 
each  sub-sector.  Itiese  data  are  as  of  January  1,  1978  or  the  latest 
date  as  provided  by  the  plan  sponsor  or  Statistics  Canada. 

Table  1  shows  that: 

1.  Six  plans  out  of  127  with  irore  than  10,000  members  each  account 
for  86.5  per  cent  of   the  total  membership.     Ihese  are: 

Memb)ers 

Teachers'  Superannuation  Fund  (TSF)  114,563 

Ontario  Municipal  Employees  Retirement  System  (OMERS)  106,731 

Public  Service  Superannuation  Fund  (PSSF)  76,712 

Hospitals  of  Ontario  Pension  Plan  (HOOPP)  63,645 

Ontario  Hydro  Pension  Plan  (Hydro)  20,478 

Colleges  of  ^plied  Arts  and  Technology  (CAAT)  11,720 

2.  TVenty-two  other  plans  with  between  1,000  and  10,000  members 
each  account  for  another  10.7  per  cent  of  all  members. 

3.  The  remaining  99  plans  account  for  no  more  than  2.7  per  cent  of 
the  members. 

Out  of  127  plans,  46  plans  with  14,000  members  are  closed  to  new 
members.  Most  of  these  closed  plans  are  in  the  municipal  sector  where 
the  new  employees  are  required  to  join  OMERS. 
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SUMMARY  OF  MAJOR  PLAN   PROVISICNS 

The  following  pages  provide  summary  descriptions  of  the  major 
plans  in  each  sub-sector.  A  brief  description  of  other  plans  in  each 
sub-sector  is  also   included. 

As  can  be  seen  in  this  section,  major  plans  in  the  Ontario  public 
sector  have  pension  benefits  based  on  average  of  highest  earnings  years. 
Except  for  the  McMaster  University  Non-contributory  Plan  (hourly  staff) 
all  plans  require  the  employees  to  contribute. 
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AGE,    SEX,    MD  SERVICE    PROFILE    OF    ONTARIO    PUBLIC    SECTOR   PENSION    PLAN 
MEMBERSHIP 

Table  3  gives  the  age,  sex,  and  pension  service  distribution  of 
members  of  all  Ontario  public  sector  pension  plans. 

Tables  3.1,  3.2a,  3.2b,  3.3,  3.4,  3.4a,  3.4b,  3.5,  3.6a  and  3.6b 
provide  the  age,  sex,  and  pensionable  service  breakdown  for  the  pension 
plans  membership  in  the  provincial  government  and  agencies,  municipal 
(open),  municipal  (closed),  health,  education  (all  plans).  Teachers' 
Superannuation  Fund  and  Colleges  of  ^plied  Arts  and  Technology,  I^erson 
Polytechnical  Institute,  universities,  provincial  utilities.  Legislative 
Assembly,  and  Caucus  Elnployees  Plan  respectively.  These  tables  include 
part-time  membership  separately  v^ere  information  was  available.  "No 
breakdown"  category  was  added  to  some  of  the  tables  in  order  that  the 
total  of  each  sub-sector  matches  the  aggregate  membership  in  each 
sub-sector. 

Tables  3A,  3B,  3C,  3D,  3E,  and  3F  give  the  percentage  distribution 
by  length  of  pensionable  service  for  each  age  and  sex  group  separately 
for  provincial  government  and  agencies,  municipal  (open),  municipal 
(closed),   health,   education,   and  provincial  utilities  respectively. 
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GROWTH  OF   PENSION  PLAN  MEMBERSHIP   IN  IHE  WTARIO  PUBLIC  SECTOR 

Tables  4.1  to  4.5  show  the  growth  in  pension  plan  membership   since 
1960  in  each  sub-sector  based  on  the  plans  which  provided   such  data. 
The  annual  percentage  change   in  nembership  is  also  given  v^ere  possible. 

It  can  be  seen  from  these  tables  that  the  growth  rate  in  plan 
membership  has  declined  since  the  early  seventies.  The  high  growth  rate 
of  some  plans  like  the  Ontario  Municipal  Retirement  System  and  the 
Hospitals  of  Ontario  Pension  Plan  in  the  late  sixties  reflect  their 
absorption  of  many  small  plans  in  their  respective  fields. 
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Table  4.1 

Ontario  Public  Sector  Pension  Plans,   Active  Membership  Growth, 

Provincial  Government  Sub-sector,  1960-1977 


Year  to  year 

Sub- sector 

Year  to  year 

PSSF 

percentage  change 

total (a) 

percentage  change 

1977 

76,712 

2.2 

79, 476(b) 

2.4 

1976 

75,065 

-  .4 

77,623 

-  .3 

1975 

75,371 

1.1 

77,849 

1.4 

1974 

74,540 

2.5 

76,770 

2.6 

1973 

72,748 

3.4 

74,823 

3.4 

1972 

70,379 

2.4 

72,339 

2.5 

1971 

68,735 

9.3 

70,563 

9.3 

1970 

62,888 

8.7 

64,538 

8.5 

1965 

41,432 

7.8 

42,904 

7.6 

1960 

28,413 

29,768 

Includes  PSSF,  WCB,  Ontario  Milk  Marketing  Board,  Ontario  Stock 
Yards  Board,  Ontario  Educational  Communications  Authority,  and  the 
Royal  Ontario  Museum. 

Figure  does  not  correspond  to  that  in  Table  1,  because  a  different 
date  was  used. 
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Table  4.3 

Ontario  Public  Sector  Pension  Plans,  Active  Membership  Growth,    Health 

Sub-sector,  1960-1977 


Year  to  year 

Sub-sector 

Year  tx)  year 

HOOPP 

percentage  change 

total (a) 

percentage  change 

1977 

63, 000(E) 

5.6 

67, 271(b) 

5.5 

1976 

59,680 

11.6 

63,794 

11.7 

1975 

53,474 

5.1 

57,114 

5.3 

1974 

50,872 

3.6 

54,256 

3.3 

1973 

49,098 

3.6 

52, 505(E) 

3.6 

1972 

47,409 

11.0 

50,681 

11.2 

1971 

42,694 

10.0 

45, 588(E) 

1970 

38,819 

11.0 

1965 

23,942 

16.9 

1960 

10,988 

HOOPP,  Kingston  General  Hospital,   The  Hospital    for  Sick  Children, 
Toronto  Western  Hospital,   and  Ontario  Cancer  Institute. 
Estimate.      Also,    figure   does   not   correspond    to   that    in  Table   1 
because  a  different  date  was  used. 


53 


r- 

I 

o 


u 

3 

o 
en 

c 
o 

•H 
4J 

n3 
U 

D 

s 


(1) 

vj  -p  en 

!j     (0     C  C 

(13     0)     0)  "3 

QJ     >!    P  ^ 

>H  J-J  U 


& 


O   r— 1   ^    ro 

in 

00 

1        r-{ 

U 

TJ 

Xi   TS 

-—^ 

•—^     ■— ■* 

r- 

rH 

O 

'^ 

■^ 

in  r- 

<D    iH 

o 

rH 

CO 

VD 

CN 

<-i  ^ 

W     (0 

r- 

■vT 

rH 

CN 

CTi 

in  ^ 

i  0 

CN 

•=r 

'^ 

rH 

r- 

^    <D 

"5   ij 

r~ 

^ 

V£> 

r- 

^ 

m  i—t 

CO 

rH 

rH 

rH 

r-i 

rH 

rH     rH 

0) 

s 

Vj 

en 
1    1 

r~ 

r^ 

(N 

in 

(Tl 

■^ 

in 

0) 

(0 

§1 

• 
rH 

• 

• 

• 

• 

rH 

• 
.— 1 

• 
rH 

>H 

rH 

^ 

r- 

o 

r- 

CM 

in  r-~ 

1 

ro 

ro 

o 

^ 

(Ti 

00 

^  o 

O^ 

ro 

o 

o 

CN 

rH     rH 

q         en 

ij  J-i  en 

^j    to    c  c 

n3     0    0)  13 

0)    >,  u  x: 

>H  S-l  u 


21 


Q  en 

^j  -p  en 

y,   m  c  c 

(0    0  0)  fO 

<D   >i  u  x: 

X  Vj  u 


S. 


^ 


rH      rH      rH      O      CO      r-      '^ 


CN  a^   ro  '^O  <^  ^   I"! 
•     •••••• 

(M  CN  r^  in  r- 


TS   T!  'O 

I —  i~~.r~~r-(T>r~-'=i'rH 

inoor-rorHr-'^oro 

CNr~-rH(NrH>X>>~D'^ 
CNHi-HrHrHCTiC»r-- 

CNCNCNCNCNrHrHrH 


•>^cNoocx)in>xior- 

•        ••••••• 

rH'^invororoinoo 

I       rH     rH     rH 


00O00rHt>0r~-O>^rH 

t^ooor-r~inoorH 

rHCNOOO>00'XiOOO 

(Tii^rHtTicTiinrof^oo 
rorOf^rO'-HOTir^'^ 


[~~iX)in'*rocNrHourio 


>    D 


X3 
(0 


^ 


en  (0 
e   3 


o 


0) 


U5 
0)    Vi 

D     > 


to    >i 
OJ    -P 


to 


5- 

rH 
rH 

8 


ITS 


C  -rH 


X!     U    T3 


54 


Table  4.5 

Ontario  Public  Sector  Pension  Plans,  Active  Membership  Growth, 

Provincial  Utilities  Sub-sector,  1960-1977 


Year 

to  year 

Sufc)-sector 

Year 

to  year 

Hydro 

percentage  change 

total (a) 

percentage  change 

1977 

19,555 

1.0 

21,285 

1.0 

1976 

19,355 

6.8 

21,084 

6.2 

1975 

18,126 

3.8 

19,856 

2.8 

1974 

17,461 

1.6 

19,308 

2.1 

1973 

17,187 

.9 

18,918 

.7 

1972 

17,032 

8.4 

18,794 

8.2 

1971 

15,711 

17,373 

1970 

1965 

1960 

a     Ontario  Hydro  and  Ontario  Northland  Transportation  Coranission. 
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VESTING 

Vesting  refers  to  the  entitlement  of  a  member  upon  termination  of 
his  or  her  employment  to  a  pension  based  on  the  plan  formula  in  cases  of 
a  defined  benefit  plan.  In  cases  of  money-purchase  plans,  vesting 
refers  to  a  member's  entitlement  to  the  employer's  contribution  on  his 
or  her  behalf. 

Table  5  classifies  the  pension  plans  according  to  their  vesting 
conditions  and  shows  the  number  of  active  members  in  each  plan  as  of 
January  1,  1978  or  the  latest  date  for  which  the  data  are  available. 
Because  of  lack  of  precise  data  on  length  of  service  and/or  age  of 
membership  of  many  plans,  it  has  not  been  possible  to  obtain  a  reliable 
estimate  of  vested  rrembers.  Moreover  because  the  length  of  service  re- 
quired for  vesting  varies  frcm  one  day  to  20  years,  it  is  not  considered 
meaningful  to  lump  together  vested  members  meeting  different  minimum 
vesting  conditions. 
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Table  5 

Ontario  Public  Sector  Pension  Plan  Coverage,  by  Vesting  Provisions(a) 

Active 

Iminediate  vesting  membership 

Ontario  Municipal  Employees  Retirement  System  106,731 

Queen's  University  1,863 

Trent  University  438 

York  University  1,977 

Wilfrid  Laurier  University  397 

Laurentian  University  376 

McMaster  University  -  contributory  1,938 

Carleton  University  1,278 

University  of  Windsor  -  faculty  660 

-  staff  564 

University  of  Waterloo  2,008 

Lakehead  University  -  faculty  291 

Brock  University  455 

Huron  College  55 

University  of  Western  Ontario  -  academic  1,883 

-  administration  1,097 

1-year  vesting 

Hydro  Pension  Plan  20,478 

3-year  vesting 

The  Ontario  Cancer  Institute  324 

5-year  vesting 

Ontario  Educational  Communications  Authority  330 

The  Hospital  for  Sick  Children  2,402 

Algona  University  College  35 

8-year  vesting 

Corporation  of  St.  John's  School  -  Elora  4 

10-year  vesting 

Public  Service  Superannuation  Fund  76,712 

Workmen's  Ccmpensation  Board  2,264 

City  of  Ottawa  1,013 

Ottawa-Carleton  Regional  Transit  Comiission  1,468 

Hospitals  of  Ontario  Pension  Plan  63,645 

Kitchener-Waterloo  Hospital  1,058 

Toronto  Western  Hospital  1,252 
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Table  5  (concluded) 

Ontario  Public  Sector  Pension  Plan  Coverage,  by  Vesting  Provisions{a) 

Active 
10-year  vesting  (continued)  meinbership 

Kingston  General  Hospital  9 

Ryerson  Polytechnical  Institute  934 

Ontario  Institute  for  Studies  in  Education  435 

University  of  Guelph  Retirement  Plan  749 

-  faculty  944 

-  staff  593 
Teachers'  Superannuation  Flind  114,563 
Colleges  of  Applied  Arts  and  Technology  11,720 
University  of  Toronto  -  ancillary  staff  plan  86 
Ontario  Northland  Transportation  Conmission  1,622 

15-year  vesting 

Metroplitan  Toronto  Police  2,185 

20  years'  service  or  age  45  with  10  years 

Ontario  Stock  Yards  Board  63 

5  years'  service  and  age  40 

University  of  Ottawa  1,742 

Ontario  Pension  Benefits  Act 

Requirements  -  10  years'  service  and  age  45 

Metropolitan  Toronto  Elnployees  3,813 

City  of  Toronto  -  civic  anployees  2,282 

City  of  Ibronto  -  firemen  1,002 

Borough  of  York  Board  of  Education  427 

Nipissing  University  College  28 

Toronto  Transit  Gcarimission  8,048 

University  of  Tbronto  5,452 

Gradual  vesting  (range  specified) 

Metropolitan  Toronto  Association  for  the  Mentally  Retarded 

(1  year  10  per  cent  -  10  years  100  per  cent)  117 
London  Transit  Authority  (5  years  50  per  cent 

-  10  years  100  per  cent)  339 
Lakehead  University  Staff  (immediate  50  per  cent 

-  10  years  100  per  cent)  225 
McMaster  University  -  non-contributory  (10  years  50  per  cent 

15  years  100  per  cent)  277 


a  Information  on  the  plans  not  listed  above  is  not  available, 
plans  v^ere  not  examined  closely  for  tlie  above  purpose. 
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PENSION  RECIPIENTS 

Pension  recipients  or  pensioners  fall  into  tliree  categories: 

1.  retirees  (whether  or  not  retired  from  public  service), 

2 .  surv  ivors ,  and 

3.  disabled  members. 

Table  6  provides  the  distribution  by  age,  sex,  and  year  of  retire- 
ment of  pensioners  fran  all   the  plans   in  tlie  Ontario  public  sector. 

Tables  6.1,  6.2a,  6.2b,  6.3,  6.4a,  6.4b,  6.5,  and  6.6  give  this 
distribution  for  pensioners  in  each  sub-sector  in  the  Ontario  public 
sector. 

It  was  not  possible  to  separate  the  pensioner  data  by  retirees, 
survivors,  and  disabled  members  because  the  plan  sponsors  wsre  unable  to 
provide  or  specify  the  figures  for  each  category. 
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Table  6.5 

Ontario  Public  Sector  Pensioners  (Retired,  Disabled,  and  Survivors), 

Provincial  Utilities  Sub-sector,  by  Year  of  Retirement,  December  1977(a) 


Ontario  Northland 
Transportation  Commission 


Hydro 
Pension  Plan 


Total 


1965  and 

earlier 

163 

1966-1970 

1971 

1972 

107 
32 
32 

1973 

31 

1974 

41 

1975 

36 

1976 
1977 

38 
31 

612 

775 

1,169 

1,276 

290 

322 

256 

288 

326 

357 

323 

364 

311 

347 

444 

482 

386 

417 

Total 


511 


4,117 


4,628 


+  CNTC  survivor's 
Total 


409 
5, 037(b) 


a  Totals  only  -  no  breakdown  available. 

b  Pensioners  as  percentage  of  active  members: 


22.8. 


Table  6.6 

Ontario  Public  Sector  Pensioners  (Retired,  Disabled,  and  Survivors), 
Provincial  Legislature  Sub-sector(a) ,  Legislative  Assembly  Members,  by 
Age,  Sex,  and  Year  of  Retirement,  December  1977 


Less 

81 

or 

Year 

of 
ement 

than 

M 

55 

F 

56- 

M 

•60 

F 

61- 

M 

■65 

F 

66- 

M 

•70 

F 

71- 

M 

■75 
F 

76- 

M 

-80 

F 

more 

M   F 

retir 

Total 

1965 

and 

earl 

ier 

2 

2 

3 

7 

1966- 

1970 

2 

2 

1 

5 

1971 

1 

8 

1 

1 

1 

12 

1972 

1 

2 

1 

4 

1973 

1 

3 

3 

7 

1974 

1 

2 

3 

1975 

8 

6 

7 

2 

3 

1 

27 

1976 

1 

1 

1977 

2 

2 

2 

3 

1 

10 

Total 


12 


15 


17 


12 


12 


1  5 


76(b) 


a  The  Caucus  Elnployees  Retirement  Plan  was  started  in  1978  and  has  no 

pensioners, 
b  Pensioners  as  percentage  of  active  members:  61.8. 
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GRCWTH  OF   PENSIONERS 

Tables  7.1  to  7.5  provide  t±ie  growth  in  number  of  pensioners  and 
the  dollar  value  of  pensions  paid  since  1960  to  the  pensioners  from 
various  plans   in  each  sub-sector  in  the  Ontario  public  sector. 

The  pension  amounts  given  in  this  section  include  all  pension 
payments  channelled  through  the  pension  plans,  but  do  not  include  any 
payments  made  to  pensioners  out  of  other  monies  of  the  employer,  and  not 
reported  to  the  study. 
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Table  7.2a 

Ontario  Public  Sector,  Ttotal  Payments  to  Pensioners   (Retired,   Disabled, 

and  Survivors),  Open  iMunicipal  Plans,   1960-1977 


Ontario  Municipal 

E^mployees 

Ttoronto 

Transit 

London 

Transit 

Retirement  System 

Commi 

ssion 

Commission 

(Number) 

(Dollars) (a) 

(Number) 

(Dollars) 

(Number) 

(Dollars) 

1977 

13,160 

16,660,000 

1,422 

N/A 

47 

73,000 

1976 

11,471 

12,867,000 

1,264 

5,160,000 

42 

62,000 

1975 

9,821 

8,983,000 

1,219 

4,485,000 

37 

51,000 

1974 

8,394 

6,644,000 

1,101 

3,728,000 

32 

44,000 

1973 

6,908 

4,612,000 

1,009 

2,953,000 

27 

35,000 

1972 

5,663 

3,195,000 

995 

2,706,000 

24 

30,000 

1971 

4,592 

2,117,000 

968 

2,463,000 

20 

21,000 

1970 

3,444 

1,276,000 

914 

2,121,000 

15 

9,000 

1965 

358  ( 

a)    76,000 

N/A 

1,403,000 

5 

2,000 

1960 

N/A 

N/A 

1,070,000 

2 

1,000 

Note     Most  plans  v^ere  unable  to  separate  retired  onployees  frcxn  the 

total  number  of  pensioners, 
a     Ihese  figures  obtained  fron  the  Ontario  Ministry  of  Treasury, 
EconoTiics  and  Intergovernmental  Affairs  and  annual   reports. 
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Table  7.4  ( concluded) 

Ontario  Public  Sector,  Ibtal  Payments  to  Pensioners  (Retired,  Disabled, 

and  Survivors),  Education  Sub-sector,  1960-1977 


F^erson 
Polytechnical  Institute 


Colleges  of  Applied 
Arts  and  Technology 


1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1965 
1960 


(Nuinber) 

(Dollars) 

(Nuinber) 

(Dollars) 

45 

76. 

,053 

N/A 

41 

61, 

,903 

220 

260,017 

N/A 

150 

152,492 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

Note  Most  plans  vere  unable  to  separate  retired  employees  from  the 
total  number  of  pensioners. 

Table  7.5 

Ontario  Public  Sector,  Ibtal  Payments  to  Pensioners  (Retired,  Disabled, 

and  Survivors) ,  Provincial  Utilities  Sub-sector,  1960-1977 


Ontario  Hydro 


Ontario  Northland 
Transportation  Commission 


1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1965 
1960 


(Number) 

(Dollars) 

(Number) 

(Dollars) 

4,172 

20,568,000 

930 

3,044,000 

3,969 

16,608,000 

901 

2,732,000 

3,693 

13,829,000 

884 

2,443,000 

3,555 

12,736,000 

862 

2,225,000 

3,350 

10,661,000 

839 

2,036,000 

3, 094(a) 

8, 645, 000(a) 

826 

1,757,000 

2, 921(a) 

7, 742, 000(a) 

807 

1,779,000 

2, 704(a) 

6, 237, 000(a) 

795 

1,386,000 

N/A 

3, 592, 000(a) 

709 

1,071,000 

N/A 

590 

708,000 

Note  Most  plans  vere   unable  to  separate  retired  enployees  frcsn  the 

total  number  of  pensioners, 
a  These  figures  obtained  from  the  Ontario  Ministry  of  Treasury, 
Economics  and  Intergovernmental  Affairs. 

Table  7.6 

Ontario  Public  Sector,  Tbtal  Payments  to  Pensioners 
(Retired,  Disabled,  and  Survivors),  Provincial 
Legislature  Sub-sector,  1960-1977 


Legislative  Assembly 
Retirement  Plan 


1977 
1976 


(Number) 

(Dollars) 

76 

673,800 

69 

561,200 

78 


EMPLOYERS'    PENSION  COSTS 

The  costs  referred  to  in  this  section  are  the  year  to  year  finan- 
cial costs  incurred  by  the  employer  to  maintain  the  funding  status  of 
the  plans. 

Tables  8.1  to  8.5  provide  the  employer's  costs  from  1971  to  1977 
for  the  various  pension  plans  in  each  sub-sector.     Ihese  costs  include: 

1.  employer's  current  service  costs; 

2.  employer's  payments  to  liquidate  actuarial  deficiencies; 

3.  employer's  payments  to  provide  escalation  of  post-retirenent 
pensions  where  reported  to  the  study. 

These  costs  do  not  include: 

4.  employer's  contributions  to  the  CPP; 

5.  enployer's  costs  for  administration  of  pension  plans  and  esca- 
lation of  post-retirement  pensions  which  were  not  channelled 
through  the  pension  fund. 

The  costs  are  given  as  a  percentage  of  covered  payroll  so  that  cost 
comparison  can  be  made  across  plans.  A  large  number  of  plan  sponsors 
supplied  the  dollar  value  of  pension  costs  without  providing  data  en  the 
covered  payroll.  In  such  cases  only  those  plans  for  which  reliable  cost 
estimates  could  be  made  v/ere   included  in  Tables  8.1  to  8.5. 

Tables  8.6  to  8.10  give  the  annual  enployer's  payments  to  pension 
plans  to  amortize  actuarial  deficiencies.  These  can  vary  substantially 
depending  on  the  methods  of  funding  and  accounting  of  pension  plan  costs 
by  the  plan  sponsors,  and  can  only  be  ocmpared  in  the  context  of  total 
costs. 

Covered  or  pensionable  payroll  refers  to  employer's  payroll  that  is 
subject  to  pensions. 
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Table  8.2  (concluded) 

Ontario  Public  Sector,  Employer's  Payments  into  Pension  Plan,  as  a 

Percentage  of  Pensionable  Payroll,  Municipal  Sub-sector  -  1971-1977 


OMERS  covers  1,006  municipal  bodies.  Different  costs  apply  to 
each  establishment  based  i^xsn  the  amount  of  past  service  costs  which 
the  employer  has  agreed  to  pay,  whether  or  not  his  employees  belong 
to  a  supplementary  plan,  and  upon  the  amount  of  subsidy  he  pays  to 
supplementary  plans.  Administrators  of  OMERS  vere  therefore  not  able 
to  provide  annual  costs  as  a  percentage  of  pensionable  payroll,  but 
they  hope  to  be  able  to  do  so  early  in  1979. 

In  general,  employer  current  service  costs  are  as  follows: 

1963-1977         1978 


Basic  plan  -  updated  career  average 


Additional  for  firemen  and  policemen 
who  retire  at  60 

Basic  plan  -  final  best  5  years 


4  per  cent  to 

YMPE 
5.5  per  cent 

above  YMPE 

1  per  cent 


Additional  for  firemen  and  policemen 
who  retire  at  60 

Supplementary  plans  1969-1977 

Early  retirement  on  unreduced  pensions: 


1.  Age  55  +  30  years  of  service 

2.  Age  50  +  30  years  of  service 

for  firemen  and  policemen 


Up  to  2  per 

cent 
Up  to  2  per 

cent 


5.5  per  cent 

to  YMPE 
7  per  cent 

above  YMPE 

1  per  cent 
1978 


Up  to  2  per 

cent 
Up  to  2  per 

cent 


The  amount  of  anployer  subsidy  to  supplementary  plans  is  negotiable. 

Past  service  costs 

In  addition  to  the  percentages  shown  above,  employers  are  paying 
the  past  service  costs  required  to  provide  for  all  years  of  service  to 
be  based  on  the  updated  career  average  or  final  average  salary,  depend- 
ing en  the  year  of  retirement. 
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Table  8.5 

Ontario  Public  Sector,    Employer's   Payments    into  Pension  Plan,    as   a 

Percentage  of  Pensionable  Payroll,    Provincial  Utilities  Sub-sector, 

1971-1977 

Ontario  Northland 
Ontario  Hydro  Pension  Plan Transportation  Commission 

1977  15.48(E)  20.23 

1976  14.38  20.46 

1975  11.96(E)  16.00 

1974  12.18(E)  21.72 

1973  12.89  15.40 

1972  N/A  12.32 

1971  14.23  11.45 

Escalation 
costs  Yes  Yes 

included 

E  -  Estimated  by  the  study  on  the  basis  of  the  actuarial  reports  and 
other  data. 


Table  8.6 

Ontario  Public  Sector,  Employer  Costs  to  Liquidate  Actuarial  Deficien- 
cies, as  a  Percentage  of  Pensionable  Payroll,  Provincial  Government 
Sub-sector,   1971-1977 


Ontario 

Workmen ' s 

Ontario  Milk 

Ontario 

Educational 

Conpensation 

Marketing 

Stock  Yards 

Ccsnmun  icat  ions 

PSSF 

Board 

Board 

Board 

Authority 

1977 

2.4 

.00 

0 

.7 

.46 

1976 

2.2 

4.65 

0 

.8 

N/A 

1975 

3.1 

5.56 

0 

.9 

.82 

1974 

1.9 

2.64 

0 

1.2 

N/A 

1973 

2.4 

1.78 

0 

2.8 

1.47 

1972 

2.6 

1.97 

0 

.9 

N/A 

1971 

3.4 

.00 

0 

1.0 

1.74 
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Table  8.8 

Ontario  Public  Sector,  Employer  Costs  to  Liquidate  Actuarial  Defi- 
ciencies, as  a  Percentage  of  Pensionable  Payroll,  Health  Sub-sector, 
1971-1977 


Hospitals 

Kingston 

Hospital 

Ontario 

of 

Ontario 

General 

for  Sick 

Cancer 

Pension  Plan 

Hospital 

Children 

Institute 

1977 

1.50 

.0 

1.4(E) 

0 

1976 

.51 

.0 

1.5(E) 

0 

1975 

.57 

7.0 

1.6(E) 

0 

1974 

N/A 

1.4 

.7(E) 

0 

1973 

.28 

.0 

.4(E) 

0 

1972 

N/A 

.0 

.0(E) 

0 

1971 

.38 

.0 

.0(E) 

0 

E  -  Estimate. 
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Table  8.10 

Ontario  Public  Sector,  Employer  Costs  to  Liquidate  Actuarial  Defi- 
ciencies, as  a  Percentage  of  Pensionable  Payroll,  Provincial  Utilities 
Sub-sector,  1971-1977 

Ontario  Northland 
Ontario  Hydro  Pension  Plan Transportation  Commission 

1977  5.6(E)  15.73 

1976  5.18  15.96 

1975  N/A  11.51 

1974  N/A  17.22 

1973  3.69  10.91 

1972  N/A  7.81 

1971  5.02  6.95 

E  -  Estimate. 
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PENSION  PLAN  FTJND  ASSETS  AND  LIABILITIES 

Tables  9.1  to  9.5  list  the  following  for  various  plans  in  each 
sub-sector: 

1.  book  and  market  value  of  pension  plan  assets  and  date  of 
valuation; 

2.  actuarial  liability  and  date  of  actuarial  liability; 

3.  the  ratio  of  assets/liabilities  obtained  by  dividing  the 
greater  of  book  or  market  value  by  tlie  actuarial  liability  of 
that  plan. 

This  ratio  measures  the  level  to  which  the  plan  is  funded  to  meet 
the  liabilties. 

Ratios  in  (3)  were  not  calculated  for  those  plans  where  the  date  of 
liability  valuation  did  not  coincide  with  the  date  of  asset  valuation. 
This  disparity  occurs  because  the  two  valuations  are  done  independently. 
Assets  are  usually  valuated  by  a  plan's  investment  manager  on  a  regular 
yearly  basis,  v^tlile  liabilities  have  to  be  valuated  every  three  years  at 
least  to  meet  the  requironents  of  the  Pension  Conmission  of  Ontario. 

Moreover,  this  ratio  was  not  calculated  for  the  following  types  of 
plans: 

1.  Money-purchase  plans:  in  such  plans,  liabilities  arising  from 
premised  benefits  always  coincide  with  the  assets  value. 

2.  Modified  money-purchase  plans  with  a  minimum  guarantee:  the 
actuarial  liability  in  this  type  of  plan  refers  to  the  minimum 
guarantee  portion  of  the  fund,  the  assets  for  which  usually 
constitute  a  small  fraction  of  the  total  assets. 

Tables  9.6  to  9.10  show  the  liability  assessed  with  regard  to 
current  pensioners  in  dollar  terms,  and  as  a  proportion  of  the  total 
liabilities  of  each  plan  for  various  plans  in  each  sub-sector  of  the 
Ontario  public  sector. 

A  number  of  questions  and  up-dates  to  Tables  9.1  to  9.10  were  made 
after  the  material  was  delivered  to  the  Cormission  by  Dr.  Kelly.  These 
changes  have  been  incorporated  in  the  tables  that  follow. 
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PENSICN   FUND   INVES1MENTS 

The  investments  of  the  pension  funds  may  be  categorized  as  follows: 

1.  Provincial  government  liabilities;  including  deposits  and/or 
debentures.  Two  funds  (PSSF  and  TSF)  are  entirely  within  this 
category,  vAiile  oie  fund  (OMERS  -  including  its  two  administered 
funds)  has  been  so  in  the  past,  but  is  in  the  process  of  diver- 
sifying its  portfolio  by  investing  part  of  its  new  funds  in  the 
market.     The  assets  of  those  funds  are   included  in  the  table  below. 

2.  Direct  market  investments;  This  category  includes  other  large 
pension  funds,  e.g.,  Ontario  Hydro,  Hospitals  of  Ontario  Pension 
Plan,  university  pension  funds,  etc.,  which  have  independent  in- 
vestment management  policies.  These  funds  are  either  invested 
through  in-house  groups  or  through  a  trust  company.  Thirty- three 
funds   in  tliis  category  are   included   in  the   table  below. 

3.  Deposits  with  insurance  companies;  This  category  includes  the 
assets  of  most  of  the  smaller  plans,  and  a  few  large  ones.  The 
table  below  includes  the  data  on  the  plans  which  have  cnly  part  of 
their  funds  invested  with  insurance  conpanies.  Very  few  plans  with 
all  their  funds  deposited  with  insurance  companies  have  supplied 
the  data  wtiich  is  as  follows: 

Sector Number  of  funds Dollars 

Government  3  N/A 

Health 

Municipal 

Education 


Note  Eighty-eight  per  cent  of  the  funds  in  the 
education  sector  belongs  to  the  two  pension 
plans  of  the  University  of  Western  Ontario 
which  are  the  cnly  large  plans  to  have  in- 
vested their  assets  this  way. 

Table  10  presents  the  current  assets   and    investment  mix   for   each 
sub-sector  based  on  the  plans  listed  below: 


1 

6,937,104 

5 

2,086,271 

19 

N/A 

5 

49,621,322 

9 

N/A 

104 


Sub-sector; 

Government:  Public  Service  Superannuation  Fund,  Workmen's  Com- 
pensation Etoard,  Ontario  Stock  Yards  Board,  Ontario 
Educational  Connmunications  Authority. 

Health:  Hospitals  of  Ontario  Pension  Plan,  Kitchener-Waterloo 

Hospital,  Kingston  General  Hospital,  Hospital  for  Sick 
Children,  Tbronto  Western  Hospital. 

Municipal:  Ontario  Municipal  Employees  Retirement  Systems,  Metro 
Toronto  Employees,  Metro  Toronto  Police,  City  of 
Toronto  E^mployees,  City  of  Toronto  Firemen,  Borough  of 
York,   City  of  Ottawa,   Ttoronto  Transit  Commission. 

Education:  Teachers'  Superannuation  Fund,  Queen's  University, 
Trent  University,  University  of  Ottawa,  York  Univer- 
sity, Wilfrid  Laurier  University,  Laurentian  Univer- 
sity, Algona  University  College,  McMaster  University 
(2  plans),  Carleton  University,  University  of  Toronto 
(administrative  and  academic  plan).  University  of 
Waterloo,  University  of  Guelph  (3  plans).  Brock  Uni- 
versity, I^erson  Polytechnical  Institute,  Colleges  of 
Applied  Arts  and  Technology. 


Provincial 
Utilities: 


Ontario  Hydro,  Ontario  Northland  Transportation 
Cormission. 
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ANNUALIZED  YIELDS  CF   PENSION   FUNDS 

Tables  11.1  to  11.5  show  the  annual  yields  for  the  period  1972-1977 
of  pension  funds  based  on  book  or  market  value  held  by  the  same  36  plans 
included  in  Table  10.  These  yields  were  submitted  by  the  plan  sponsors 
in  reply  to  the  questionnaire  which  specified  the  method  for  their 
calculations  as  follows: 

2        I 
r  = 


a  +  b  -   I 


where  r  =  annualized  rate  of  return 

a  =  total  fund  at  the  beginning  of  a  year 
b  =  total  fund  at  the  end  of  the  year 

I  =  investment  and  interest  income  including  capital  gains 
and  losses  less  the  administration  and  other  expenses  in 
the  year 

It  should  be  pointed  out  that  the  figures  for  the  annual  yield 
are  taken  directly  from  the  questionnaire  returns,  and  could  not  be 
independently  verified. 

Tables  11.1  to  11.5  also  list  the  investment  income  in  1977  (or 
latest  period  available)  for  each  plan.  These  figures  were  obtained 
from  the  financial  statements  or  the  actuarial  valuations  supplementing 
the  returned  questionnaires.  In  cases  for  which  the  1977  investment 
income  was  not  available,  the  figure  for  the  latest  period  was  used. 
Where  investment  income  is  for  a  period  of  more  than  a  year,  the  figure 
used  refers  to  the  entire  period  and  is  not  an  annual  average  for  that 
period. 
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lOTRODUCriON 

We  have  been  requested  by  the  Royal  Commission  on  the  Status  of 
Pensions  in  Ontario  to  undertake  a  study  of  the  six  major  Ontario  Public 
Sector  Pension  Plans  (PSPP)   noted  below: 

-  Public  Service  Superannuation  Fund   (PSSF) 

-  Teachers'   Superannuation  F\ind   (TSF) 

Ontario  Municipal  Employees  Ftetirement  System   (OMERS) 

Hospitals  of  Ontario  Pension  Plan   (HOOPP) 

Oitario  Hydro  Employees'   Pension  Plan   (Hydro) 

Ontario  Workmen's  Coiipensation  Board  Superannuation  Plan   (WOJ) 

The  terms  of  reference  were  as  follows: 

1.  Advise  the  Conmission  whether  the  costs  and  the  statement  of 
actuarial  and  unfunded  liabilities  are  the  true  costs  and 
liabilities  of  each  of  the  plans  using  data  for  the  most 
current  year  or  two  years; 

2.  Advise  the  Qanmission  whether  the  actuarial  funding  methods 
used  are  suitable  for  each  of   the  plans   in  the  circumstances; 

3.  Advise  the  Commission  v^tiether  the  actuarial  funding  methods  of 
public  sector  onployee  pension  plans  should  be  different  than 
those  of  private  sector  enployee  pension  plans;  and 

4.  Advise  the  Commission  of  any  problems  with  regard  to  the  above 
and  advise  of  any  areas  requiring  further  information  or 
clarification. 

The  terms  of  reference  were  verbally  expanded  to  include  the  Adjustment 
Funds  covering  the  funding  of  indexation  payments  for  both  Ontario 
Public  Service  anployees  and  Ontario  teachers. 

This  analysis  was  achieved  by: 

1.  Examining  the  issues  involved  in  funding  public  sector  pension 
plans; 

2.  Reviewing  existing  guidelines  for  funding  public  sector  pension 
plans; 

3.  Analyzing  funding  considerations  associated  with  the  indexing 
of  public  sector  pension  plans;  and 

4.  Pteviewing  the  current  funding  practices  for  the  six  public 
sector  pension  plans. 
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The  findings  of  this  study  have  been  summarized   in  the  final   section  of 
the  report  for  easy  reference. 


ISSUES   INVOLVED  IN  FUNDING  PUBLIC   SECTOR  ffiNSIO^  PLANS 

The  Desirability  of  Pre-funding 

The  funding  of  public  sector  pension  plans  (PSPPs)  is  a  contro- 
versial subject.  At  one  extreme,  we  find  those  who  advocate  pay-go 
funding  in  recognition  of  the  fact  that  the  government  has  an  ongoing 
tax  base  fron  which  to  generate  the  necessary  revenues  to  support  the 
obligations  of  the  pensions  pronised.  Consequently,  they  question  why 
huge  reserves  need  to  be  established  to  cover  these  future  promises 
when  such  assets  could  be  put  to  better  use  today.  Furthermore,  they 
question  v^y  nore  valuable  or  "hard"  dollars  should  be  tied  up  today 
when  future  payments  can  be  made  with  cheaper  or  "soft"  dollars. 

Those  who  advocate  the  funding  of  PSPPs,  on  the  other  hand,  are 
concerned  about  the  future  ability  of  the  government,  regardless  of  its 
size,  to  meet  pension  obligations  unless  a  disciplined  approach  to 
pre-funding  has  been  undertaken.  They  see  the  desirability  in  charging 
current  generations  for  their  fair  share  of  the  cost  of  pension  premises 
made  to  current  members  of  the  government.  Good  accounting  practices 
are  foremost  in  their  minds  as  is  the  desirability  of  assuring  the  plan 
members  of  the  security  of  their  pension  promises.  Real  assets  also 
represent  a  base  to  fall  back  on  should  the  government  run  into  cash 
flow  difficulties.  The  recent  experience  in  New  York  City  and  the 
current  Cleveland  financial  crisis  are  certainly  evidence  of  the  need 
for  real  assets  versus  using  public  debt. 

In  Ontario,  there  is  no  issue  over  v^tlether  to  pre-fund  PSPPs  since 
the  Ontario  Pension  Benefits  Act  requires  pre-funding.  VJhat  is  at  issue 
are  a  number  of  other  factors  tied  to  the  funding  process  that  need  to 
be  addressed.     Each  of  these  issues  will  now  be  discussed. 

Benefit  Levels 

It  is  evident  that  overly  generous  benefit  levels,  in  relation  to 
what  could  be  described  income  "adequacy,"  and  other  provisions  such  as 
generous  early  retirement  features  and  unlimited  indexing  of  pensions  in 
payment,  can  lead  to  excessive  costs  to  the  onployer.  Good  plan  design 
is  required  to  place  adequate  controls  on  pension  costs. 

In  turn,  it  is  imperative  that  if  constraints  on  benefit  levels 
and  related  plan  provisions  cannot  be  achieved,  then  the  cost  of  such 
benefits  must  be  calculated  as  realistically  as  possible  by  using  up-to- 
date  actuarial  assumptions,  and  each  unit  within  the  government  must 
incorporate  such  costs  into  its  yearly  budgets.     Only    in    this   way  will 
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true  recognition  of  such  costs  be  reflected  and  becane  a  charge  to  each 
year's  taxes  generated  to  support  that  unit.  Once  tliis  is  achieved, 
benefit  levels  will  remain  as  is  or  will  be  adjusted  depending  on  the 
taxpayers'  willingness  to  accept  the  taxes  being  imposed.  An  analysis 
of  the  New  York  City  pension  situation  suggests  that  the  absence  of  this 
vital  control  mechanism  led  to  tlie  introduction  of  pension  provisions 
that  proved  to  be  far  more  expensive  tlian  first  realized  (primarily  due 
to  the  use  of  inadequate  actuarial  assumptions).  Had  each  unit  of 
government  borne  the  true  cost  of  its  pension  commitments,  it  is  quite 
possible  that  tlie  pension  promises  might  never  have  been  granted  in  the 
first  place. 

Table  1  conpares  the  level  of  benefits  available  to  members  of  New 
York  City  employees  with  those  of  other  major  U.S.  cities  and  demon- 
strates how  they  have  got  out  of  line. 

Table  1 

Annual  Retirement  Benefit  as  a  Percentage  of  Disposable  (After- tax) 

Incane  in  Final  Year  of  Einployment  for  City  Einployees 

City 20  years'  service 25  years'  service 

New  York 

Chicago 

Dallas 

Denver 

Detroit 

Los  Angeles 

Memphis 

Source  Pensions  and  New  York  City's  Fiscal  Crisis,  1978. 

In  Ontario,  the  recent  decision  to  charge  the  various  school  boards 
for  tlie  cost  of  pensions  is  consistent  with  the  foregoing  comments. 

Inordinately  large  pay  increases  are  autanatically  accompanied  by 
large  losses  under  a  final  pay  pension  formula.  Ihese  losses  have  to  be 
absorbed  by  the  anployer  -  in  this  case,  the  Province  of  Ontario.  Until 
the  decision  was  reached  to  require  the  local  school  boards  to  reflect 
such  increased  costs  in  their  budgets,  they  had  no  possible  way  of 
recognizing  the  effect  of  permitting  large  pay  increases  to  be  granted 
to  school  teachers  in  their  region. 

Actuarial  Assumptions 

The  use  of  actuarial  assumptions  that  are  not  consistent  with  ac- 
tual experience  will  generate  gains  if  the  assumptions  are  conservative, 
or  losses  if  otlierwise.  In  the  case  of  New  York  City,  the  refusal  by 
the  plan  trustees  to  utilize  more  up-to-date  actuarial   assumptions,    as 
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(Per  cent) 

103 

125 

37 

47 

42 

52 

84 

91 

94 

104 

44 

54 

44 

54 

determined  fron  periodic  experience   studies,    tended    to   undermine   the 
financial   soundness  of   the  city's  pension  plans. 

Any  actuary  vtio  is  doing  a  conscientious  job  should  be  utilizing 
actuarial  assumptions  that  will  assure  the  soundness  of  the  plan.  Only 
external  factors  vvhich  could  not  be  anticipated  should  cause  losses;  for 
example,  retirements  occuring  sooner  than  contemplated  because  of  the 
introduction  of  machinery  that  makes  certain  jobs  redundant. 

In  general,  as  long  as  experience  studies  are  undertaken  periodi- 
cally to  review  such  decrements  as  mortality,  turnover,  retirement  and 
disability  rates,  and  the  results  of  these  studies  are  reflected  in  the 
actuarial  valuation  assumptions,  then  there  should  not  be  any  major 
concerns  in  this  area. 

Accounting  of  Costs 

As  canmented  on  earlier,  it  is  essential  that  the  accounting  of 
pension  costs  be  made  by  each  governmental  unit  in  its  budgeting  process 
and  that  such  costs  be  realistic  (i.e.  reflect  the  benefits  promised 
and  be  based  on  realistic  actuarial  assumptions).  To  do  otherwise  is 
tantamount  to  a  lack  of  control  of  vhere  such  costs  are  going  in  light 
of  other  related  factors  like  wage  increases,  and,  as  well,  does  not 
provide  proper  recognition  of  the  true  cost  implications  to  the  present 
generation  of  taxpayers. 

Investment  of  Funds 

In  Ontario,  we  find  that  the  Teachers'  Superannuation  Fund  (TSF) 
and  the  Ontario  Municipal  Employees  Retirement  System  (OMERS)  have  funds 
invested  in  vv^iat  is  defined  as  "non-public  debt"  v^iich  is  represented  by 
non-marketable  Ontario  government  debentures.  Starting  in  1975,  OMERS 
began  directing  some  of  its  cash  flow  toward  the  private  sector  and 
investing  such  funds  in  marketable  securities.  In  1979,  OMERS  will  be 
free  to  invest  100  per  cent  of  its  cash  flow  in  marketable  securities. 
The  Ontario  Hydro  Employees'  Pension  Plan  (Hydro),  the  Hospitals  of 
Ontario  Pension  Plan  (HOOPP)  ,  and  the  Ontario  Workmen's  Compensation 
Board  Superannuation  Plan  (WCB)  all  invest  their  funds  externally  in 
marketable  securities. 

The  Ontario  Public  Service  Superannuation  Fund  (PSSF),  on  the  other 
hand,  does  not  have  any  debt  instruments  issued  to  cover  the  assets  of 
that  plan.  Instead,  these  funds  become  a  part  of  the  Consolidated 
Revenue  Fund  just  as  do  the  net  deposits  of  the  Province  of  Ontario 
Savings  Office.  Although  there  are  no  debt  instruments  for  the  PSSF 
assets,  the  government  establishes  a  "Special  Purpose  Account"  for 
keeping  track  of  the  inflows  and  outflows  to  tlie  plan.  Included  in  the 
inflows  is  the  interest  credited  by  tlie  government  to  the  so-called 
assets   in  the  "Special  Purpose  Account." 
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Similar  treatment  to  the  PSSF  is  accorded  to  the  "indexed"  funds 
attached  to  the  PSSF  and  TSF.  These  Special  Purpose  Accounts  are 
referred  to  as  the  Public  Service  Superannuation  AdjustJiient  Fund  (PSSAF) 
and  the  Teachers'  Superannuation  Adjustment  FXind    (TSAF). 

On  questioning  individuals  in  tJie  Treasury  Division  of  the  Ontario 
government,  we  were  informed  that  Special  Purpose  Accounts  are  used 
instead  of  non-marketable  debentures  for  a  purely  historical  reason. 
The  Ontario  Legislature  in  1920  decided  that  this  was  tJie  way  it  was  to 
be  done.  It  should  also  be  noted  that  the  Ontario  government  guarantees 
the  PSSF  and  TSF  plans  in  its  role  as  "employer."  Before  it  can  permit 
the  assets  of  the  TSF  to  be  invested  in  marketable  securities,  the 
various  school  boards  in  Ontario  would  have  to  accept  responsibility  for 
the  liabilities  of  the  plan  for  tlie  teachers  in  their  jurisdiction  as 
the  municipalities  have  done  in  the  case  of  CMERS. 

There  are  several  observations  to  be  made  about  the  procedures 
being  used  by  the  Ontario  government  for  handling  the  assets  of  the 
PSSF,   PSSAF,    and  TSAF. 

1.  By  investing  funds  externally,  the  government  should  be  able  to 
generate  a  larger  investment  return  tlian  it  would  have  to  pay 
for  similar  funds  borrowed  in  the  marketplace.  This  applies 
equally  to  the  TSF.  The  OMERS  experiment  corroborates  tJiis 
position. 

2.  By  using  "real"  assets  versus  public  debt,  the  government 
achieves  at  least  the  following  two  objectives: 

a)  Plan  irembers  nay  experience  a  greater  sense  of  security 
arising  fran  the  broader  diversification  of  assets. 

b)  Should  any  unit  of  government  experience  cash  flow  diffi- 
culties o/erall,  and  thereby  not  be  able  to  meet  its  finan- 
cial obligations,  a  part  of  which  would  be  the  required 
payments  to  pension  plan  beneficiaries  (after  utilizing 
current  anployee  contributions  in  this  regard ) ,  then  in  the 
instance  where  "real"  assets  exist,  such  assets  could  be 
used  to  meet  current  ccxnmitraents.  In  the  case  where  public 
debt  is  used,  the  assets  belong  to  the  government  unit  and 
the  interest  or  the  repayment  of  such  debt  can  only  come 
out  of  current  government  revenues  which,  if  not  available, 
leaves  the  pension  plan  beneficiaries  in  jeopardy. 

3.  If  non-public  debentures  were  issued,  then  this  would  have 
the  effect  of  increasing  the  non-budgetary  deficit  and  the 
government's  net  cash  requirements  in  an  amount  equal  to  the 
net  pension  flow  through  the  Special  Purpose  Accounts.  There 
would  not  be  any  change   in  the  budgetary  deficit. 
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The  ot±ier  beneficial  effect  of  using  non-public  debentures 
would  be  to  make  the  government's  outstanding  debt  more  readily 
recognizable  than  it  is  today.  Under  the  present  arrangements, 
the  total  Ontario  debt  can  only  be  determined  by  adding  to  its 
funded  debt  (i.e.,  public  debt  and  non-public  debt)  the  value 
of  its  unfunded  debt  which  includes  the  PSSF,  PSSAF,  TSAF 
Special  Purpose  Accounts,  the  deposits  from  the  Province  of 
Ontario  Savings  Office,  and  certain  advances  payable. 

4.  By  accepting  the  net  flow  of  funds  from  the  various  government 
pension  plans  (PSSF,  PSSAF,  TSF,  TSAF,  and  previously  OMERS), 
the  government  reduces  its  external  borrowing  needs.  However, 
with  decreasing  future  capital  expenditures,  there  appears  to 
be  less  need  for  these  funds.  Recognizing  the  desirability  of 
having  tax  revenues  pay  for  general  expenditures  and  having 
capital  expenditures  ccme  out  of  debt,  it  is  incumbent  on  the 
government  that  it  does  not  fall  into  the  trap  of  deploying 
capital  derived  from  net  pension  fund  flows  toward  general 
expenditures  or  toward  nonproductive  capital  items.  The 
government  stated  in  its  1978  budget:  "In  an  effort  to  en  sure 
the  successful  implementation  of  this  redeployment  of  public 
funds  fran  the  public  to  the  private  sector,  the  Government  of 
Ontario  initiated  the  OMERS  experiment  in  1975.  This  experi- 
ment has  proven  successful,  and  thought  can  now  be  given  to 
instituting  similar  procedures  for  other  sources  of  internal 
funds."  This  intention  is  certainly  healthy.  The  1978  Ontario 
budget  also  stated:  "It  [the  investment  of  TSF  funds  pri- 
vately] will  not  begin  until  after  the  report  of  the  Ontario 
Royal  Commission  on  Pensions  has  been  received." 

The  Ontario  Government  appears  to  be  committed  to  deploying 
excess  internally  generated  pension  funds  to  marketable  securi- 
ties. This  position  is  healthy  and  should  be  encouraged. 

Funding  Levels 

Assuming  that  there  is  general  recognition  for  the  pre-funding  of 
PSPPs,  should  there  be  any  necessity  for  full  funding  using  a  projected 
benefit  funding  nBthod  such  as  entry  age  level  premium  or  projected  unit 
credit,  the  methods  currently  used  for  tlie  six  najor  Ontario  PSPPs?  A 
recent  article  in  Financial  Executive(l)  suggests  that  a  meaningful 
funding  level  for  a  pension  plan  would  be  to  have  assets  at  any  point  in 
time  sufficient  to  cover  its  "accrued"  benefits.  This  means  sufficient 
assets  at  market  value  to  provide  all  current  enployees  and  beneficiar- 
ies with  the  pensions  they  have  accrued  to  that  point  in  time.  No 
future  salary  increases  are  assumed,  benefits  are  based  on  service  to 
that  date,  and  discounts  for  future  turnover  are  not  applied. 

Although  funding  of  PSPPs  is  desirable,  one  can  seriously  question 
the  desirability  of  one  day  having  assets  for  the   six  major  PSPPs  that 
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are  far  in  excess  of  their  accrued  liabilities.  In  fact,  this  is 
already  the  case  for  OMERS,  HOOPP,  Hydro,  and  the  WCB  with  the  two 
remaining  plans  within  15  per  cent  of  being  fully  funded  on  an  "accrued" 
liability  basis.    (See  Item  7(c)   of  Section  C  of  Appendix  A  for  details). 

It  should  be  noted  that  tJie  Ontario  Pension  Efenefits  Act  prescribes 
a  "Test  Valuation"  as  a  test  for  determining  whether  all  or  part  of  an 
actuarial  deficiency  must  be  amortized  over  a  five-year  rather  than  a 
15-year  period.  This  "Test  Valuation"  is  very  close  to  the  "accrued 
liability"  calculation.  In  fact,  the  "Test  Valuation"  could  serve  as  a 
useful  mechanism  for  developing  a  conservative  approximation  to  the 
"accrued  liability." 

To  prevent  the  PSPPs  from  becoming  excessively  funded,  it  is 
suggested  that  once  the  funded  ratio  under  the  "Test  Valuation"  reaches 
100  per  cent,  the  contribution  required  for  tlie  subsequent  year  not  be 
permitted  to  exceed  the  amount  necessary  to  maintain  a  100  per  cent 
funded  status  one  year  later,  bearing  in  mind  that  pay  increases  must 
occur  during  the  course  of  that  year.  The  required  contribution,  there- 
fore, would  be  the  lesser  of  this  revised  amount,  or  the  contribution 
otherwise  developed  following  the  requirements  of  the  Ontario  Pension 
Benefits  Act. 

An  alternative  to  the  use  of  the  projected  unit  credit  method 
prorated  on  service  is  the  use  of  the  same  method,  but  prorating 
benefits  using  projected  salaries.  The  resulting  actuarial  liability 
would  be  very  close  to  the  accrued  liability  in  most  instances,  thereby 
making  the  ongoing  valuation  funding  target  (the  actuarial  liability) 
consistent  with  the  goal  of  having  assets  approach  the  accrued  lia- 
bility. It  may  be  desirable  to  move  to  this  standard  only  when  tlie 
point  is  reached  at  which  the  assets  equate  to  100  per  cent  of  the 
accrued  liability,  otherwise  it  could  take  another  15  years  to  have  the 
fund  assets  build  to  the  accrued  liability  level. 

There  is  probably  no  good  reason  why  this  standard,  v^ich  has  been 
suggested  for  public  sector  plans,  could  not  be  applied  to  private 
sector  plans  as  well.  Redundant  funding  is  hardly  desirable  and,  in 
effect,  the  present  funding  guidelines  for  Ontario  using  standard  actu- 
arial funding  methods  eventually  lead  to  this  unsatisfactory  result. 
This  is  particularly  true  for  government  sponsored  public  sector  pension 
plans  where  excess  assets  are  not  as  necessary  as  in  the  private  sector. 

Cash  Flow  Considerations 

It  is  evident  that  the  PSSF  and  the  two  "adjustment"  funds,  the 
PSSAF  and  TSAF,  could  continue  to  form  a  part  of  the  general  assets 
of  the  province.  This  could  be  continued  as  long  as  the  government 
was  able  to  adequately  forecast  its  future  cash  flow  requirements, 
one  part  of  which  is  its  obligations  under  these  three  funds,  and  be 
satisfied  that  these  commitments  could  be  met.      If    there    is   any  doubt 
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whatever,  there  is  considerable  value  in  deploying  funds  to  the  external 
marketplace,  since  such  funds  could  be  used  to  cover  any  potential  cash 
flow  shortage  that  might  develop  in  the  future. 

Unfortunately,  the  prudence  of  today's  government  officials  may  not 
carry  over  to  tomorrow's  officials.  What  is  understood  and  reflected  on 
today  may  never  be  thought  of  or  reviewed  by  others  in  the  future. 
Recognition  of  this  fundamental  concern  suggests  that  some  portion 
of  the  assets  of  the  funds,  as  well  as  the  TSF,  be  deployed  toward 
investment  in  external  marketable  securities. 


GUIDELINES  FDR  FUNDING  PUBLIC  SECTOR  PENSICff^  PLANS 

In  November  1976,  the  Ontario  Government  issued  a  set  of  guidelines 
for  the  valuation  of  pension  plans  relating  to  the  public  sector.  These 
are  included  herein  as  Appendix  B.  Apparently,  at  this  time,  these 
guidelines  have  been  followed  by  the  PSSF  and  TSF  only.  To  the  best  of 
our  knowledge,  they  have  not  been  applied  under  the  Hydro,  HOOPP,  and 
OMERS  plans.  They  do  not  apply  to  other  plans. 

Critique  of  Guidelines 

The  following  (±)servations  are  made  in  respect  to  these  guidelines. 

Application  of  Guidelines 

The  guidelines  apparently  do  not  attempt  to  establish  a  basis  for 
the  triennial  valuation  required  by  the  Ontario  Pension  Benefits  Act. 
If  the  guidelines  are  designed  ireaning fully,  they  should  be  applicable 
to  tlie  triennial  valuation. 

Actuarial  Method 

The  guidelines  prescribed  the  use  of  any  projected  benefit  funding 
method.  In  other  words,  the  projection  of  salaries  would  be  incorpor- 
ated in  final  average  plans  (all  five  of  the  plans  are  now  final  average 
plans).  Based  on  the  canments  made  previously,  it  is  questionable  as  to 
why  the  entry  age  funding  method  should  be  used  other  than  to  develop  a 
relatively  stable  annual  current  service  cost  fron  year  to  year.  This 
entry  age  method  develops  a  larger  actuarial  liability  than  for  the 
projected  unit  credit  method,  for  example,  and  if  overfunding  is  to  be 
overcome,  then  there  seems  to  be  little  justification  to  support  the  use 
of  the  entry  age  method  other  than  to  develop  relatively  stable  current 
service  costs. 

One  of  the  basic  understandings  under  the  PSSF  and  TSF  is  that 
employer  current  service  contributions  are  to  "match"  employee  contri- 
butions. This  requirement  undoubtedly  goes  back  to  the  cost-sharing 
arrangement  agreed  to  between  the  two  parties  for  the  cost  of  pensions. 
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However,  this  is  far  from  reality  as  employer  costs  over  the  past  10 
years  for  the  PSSF  and  TSF  have  exceeded  employee  contributions,  and 
substantially  so  under  tlie  TSF. 

One  unfortunate  aspect  of  this  "matching"  requirement  is  that  it 
can  tend  to  force  the  actuary  toward  the  adoption  of  a  funding  method 
and  a  set  of  actuarial  assumptions  that  will  develop  a  current  service 
cost  that  closely  approximates  the  anployee  contribution  level.  This 
hardly  seems  desirable,  particularly  since  it  virtually  requires  an 
actuary  to  adopt  the  entry  age  level  premium  method,  which  leads,  over 
the  long  term,  to  full  funding  on  a  basis  that  is  greater  than  if  the 
projected  unit  credit  metliod  was  anployed.  (See  Chart  1  for  graphical 
explanation  of  this  phenomenon.) 

Lastly,  if  the  actuarial  assumptions  are  to  be  realistic,  it  is 
imperative  tliat  tlie  actuaries'  inclination  to  use  current  and  realistic 
assumptions  not  be  inhibited  by  a  constraint  to  equate  employee  and 
employer  current  service  costs. 

Decrement  Assumptions 

These  assumptions,  to  tlie  extent  possible,  should  always  be  devel- 
oped frcm  recent  experience  studies  conducted  on  the  population  data. 
The  populations  of  tliese  five  plans  are  of  sufficient  size  to  justify 
the  expense  of  undertaking  such  experience  studies  once  every  three 
years.  Unless  these  studies  are  undertaken,  there  is  no  guarantee 
that  the  assumptions  will  be  appropriate.  In  turn,  there  will  be  no 
assurance  that  ttie  pace  of  funding  will  be  adequate. 

Economic  Assumptions 

The  concept  of  establishing  a  realistic  estimate  of  the  actual 
rates  of  return  on  investments  over  the  10-year  period  following  the 
valuation  is  desirable.  However,  Vihen  developing  the  rate  for  the  years 
following  this  initial  10-year  period,  it  is  desirable  that  the  actuary 
establish  an  investment  rate  of  return  that  equals  the  rate  of  inflation 
plus  the  "real"  rate  of  return  anticipated  to  be  earned,  after  expenses, 
on  the  various  forms  of  assets  to  be  held  by  the  plan.  This  is  vital  if 
there  is  to  be  a  natural  correlation  between  the  salary  scale  assumption 
(consisting  of  inflation,  productivity,  and  merit/proiiotional  increases) 
and  the  investment  rate  of  return  (consisting  of  inflation  plus  the 
"real"   rate  of  return). 

In  Canada,  over  the  past  50  years,  the  growth  in  "real"  wages  has 
followed  a  trend  line  of  about  2.1  per  cent  per  year  (see  Chart  2).  This 
is  very  close  to  the  average  annual  compound  growth  in  productivity  over 
this  same  period,  namely,  2.25  per  cent.  Merit/promotional  increases 
would  be  added  to  the  productivity  figure  along  with  inflation  to  arrive 
at  the  total  salary  increase  rate. 
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Real  growth  in  investment  rates  of  return  varies  significantly 
by  the  type  of  investment.  This  is  seen  on  examination  of  Table  2 
following  which  portrays  the  "real"  rates  of  return  for  various  forms  of 
investments  on  a  gross  basis  and  after  deducting  an  expense  charge  and  a 
risk  factor  bo  arrive  at  Wiat  is  termed  a  "pure"  rate  of  return.  This 
analysis  demonstrates  that  "pure"  investment  returns  at  the  following 
levels  can  be  expected  for  average  performance  under  stable  economic 
conditions. 

Fixed   incone  -  short  term  1.0  -  1.25  per  cent 

Fixed   income  -  long  term  1.4  -  2.4     per  cent 

Equities  3.0  per  cent 

Assuming  no  risk  and  .4  of  1  per  cent  higher  return  on  Ontario 
long-term  debentures  over  Canada's  long-term,  it  would  be  reasonable  to 
assume  that  long-term  Ontario  debentures  would  generate  a  "real"  rate  of 
return  of  about  2.45  per  cent.  Application  of  the  risk  factor  would 
reduce  this  bo  approximately  1.60  per  cent. 

The  actuaries  performing  valuations  for  the  five  major  government 
plans  should  be  assigning  "real"  investment  rates  of  return  to  the 
assets  of  the  plans  involved  in  the  neighbourhood  of  the  "pure"  invest- 
ment rates  noted  above  based  on  the  long-range  asset  mix  of  the  plan  as 
determined  by  the  fund  nanagers. 

Valuation  of  Assets 

The  method  for  valuing  assets  should  be  consistent  with  the  basis 
for  valuing  the  liabilities  of  the  plan  (i.e.  with  the  economic  assump- 
tions) and  should  reflect  long-term  rather  than  short-term  values. 
Discounting  debt  securities  at  the  valuation  interest  rate  to  arrive 
at  a  capitalized  value  for  such  securities  is  an  example  of  using  a 
consistent  basis  for  valuing  assets. 

Cash  Flow  Analysis 

This  analysis  is  particularly  important,  since  it  offers  a  meaning- 
ful portrayal  of  the  direction  of  cash  flows  to  the  fund  as  well  as  cash 
flows  to  the  province  over  the  next  10  years.  This  latter  point  applies 
particularly  to  the  PSSF,  TSF,  PSSAF,  and  TSAF  funds  but  not  to  the 
other  plans.  It  may  be  of  value  under  OMERS  since  eventually  there 
will  be  a  repayment  of  existing  non-public  debentures  that  presently 
form  part  of  the  fund.  If  these  are  simply  rolled  over  rather  than 
reinvested  in  marketable  securities,  then  there  might  be  less  need  for 
such  analysis  other  than  to  monitor  contribution  levels  and  the  cash 
flow  of  the  fund  for  investment  purposes.  In  the  case  of  HOOPP  and 
Hydro,  a  cash  flow  analysis  would  also  be  useful  for  investment  purposes 
as  well  as  to  provide  management  with  an  indication  of  the  general 
direction  in  which  contributions  will  be  heading  over  tlie  next  10  years. 
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CANADIAN   INSTITUTE  OF  ACTUAfllES'    RECOMMENE^TIO^S 
FX)R  VALUATIONS  CF   PENSIOSI  PLANS 

In  general  terms,  these  recommendations  are  to  apply  to  public 
sector  as  v^ell  as  to  private  sector  pension  plans.  The  most  recent 
reconmendations  are  included  as  Appendix  C.  The  principle  of  estab- 
lishing the  "accrued  liability"  as  a  funding  target  is  inherent  in  these 
guidelines  as  is  the  "real"  wage  and  investment  rate  of  return  concept. 
(See  Table  1  at  the  end  of  the  reconmendations  in  Appendix  C. ) 

The  concept  of  anticipating  automatic  cost-of-living  adjustments  to 
benefits  in  payment  is  also  aiibodied  in  the  CIA  recommendations.  Where 
benefits  are  adjusted  after  retirement  to  keep  pace  with  the  cost  of 
living,  it  is  clear  upon  examining  Table  1  of  Appendix  C,  that  the 
"pure"  or  "real"  interest  rate,  plus  any  performance  premium  or  less  any 
performance  discount,  becones  the  effective  rate  of  interest  since  the 
inflation  conponent  of  the  investment  return  is  paid  to  the  beneficiary 
in  the  form  of   increased  pension  payments. 


FUNDING  CONSIDERATIONS   FOR  THE   INDEXATION  CF 
PUBLIC  SECTOR  PENSION  PLANS 

The  concept  of  establishing  separate  funds  for  the  funding  of 
post-retirement  adjustments  to  pensions  in  payment  appears  to  stem 
fran  the  basic  cost-sharing  principle  discussed  earlier.  Commencing 
January  1,  1976,  enployees  and  the  onployer  under  the  PSSF  and  TSAF  each 
contributed  1  per  cent  of  earnings  to  the  PSSAF  and  TSAF.  The  fund  is 
used  to  pay  the  indexed  portion  of  pensions  to  those  v>^o  may  at  one  time 
have  contributed  to  the  fund.  For  those  who  retired  prior  to  1976, 
indexed  pensions  are  paid  out  of   the  Consolidated  Revenue  Fund. 

Cash  flow  projections  prepared  by  tlie  Chief  Actuary  for  the  Ontario 
Government  using  two  sets  of  inflationary  assumptions,  one  grading 
fron  7.2  per  cent  in  1977  down  to  4  per  cent  in  1991  and  later  and  the 
other  assuming  8  per  cent  inflation  throughout,  developed  the  following 
results  fron  the  PSSAF  and  TSAF. 

Graded  inflation  8  per  cent  inflation 


PSSAF 

TSAF 

PSSAF 

TSAF 

Year  cash  flow  first 

negative 

1986 

1987 

1985 

1987 

Year  of  maximum  fund 

1989 

1991 

1986 

1988 

Year  fund  first  negative 

1996 

1999 

1992 

1995 

The  caluations  assumed  a  stable  population  throughout  and  were  based  on 
an  assumed  investment  rate  of  return  for  new  investments  of  8  per  cent 
for  15  years  and  6  per  cent  thereafter.  The  salary  scale  and  the  graded 
inflation  scale  used  are  set  out  below. 
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Year 

Salary  scale 

Graded 

inflation  scale 

(Per 

cent) 

1977 

6.00 

7.20 

1978 

7.00 

7.25 

1979 

8.00 

7.00 

1980 

8.00 

6.75 

1981 

7.00 

6.50 

1982 

6.75 

6.25 

1983 

6.50 

6.00 

1984 

6.25 

5.75 

1985 

6.00 

5.50 

1986 

5.75 

5.25 

1987 

5.50 

5.00 

1988 

5.25 

4.75 

1989 

5.00 

4.50 

1990 

4.75 

4.25 

1991  and 

4.50 

4.00 

later 

These  projections  provide  a  picture  of  v\tiat  the  possible  prognosis  for 
tliese  funds  will  be.  Ctoviously,  the  present  1  per  cent  contribution 
rate  will  have  to  increase.  The  problem  is  somewhat  similar  to  that 
of  the  Canada  Pension  Plan  where  current  beneficiaries  are  reaping  a 
windfall  at  tlie  expense  of   future  generations  of  wDrkers. 

The  report  on  the  Federal  Public  Service  Pension  program  requested 
by  tlie  Treasury  Board  indicated  that  tlie  cost  of  pre-funding  the  index- 
ing features  of  the  Federal  Public  Service  Pension  Plan  would  require 
an  annual  contribution  of  8.5  per  cent,  or  6.5  per  cent  more  than  is 
now  being  contributed,  plus  an  additional  amount  to  provide  for  the 
amortization  of  tlie  past  service  portion  by  1990  (18.3  per  cent  of  1976 
payroll  grading  to  8.8  per  cent  of  payroll  in  1990).  Discussions  with 
the  Chief  Actuary  for  the  Ontario  Government  indicate  that  a  study  now 
being  conpleted  for  the  Ontario  Treasury  Ministry  suggests  that  the 
current  service  indexing  costs  will  be  about  7  per  cent  of  earnings  for 
the  PSSAF  and  TSAF  or  about  5  per  cent  of  earnings  above  the  present 
contribution  level. 

There  is  little  doubt  that  the  contribution  rate  for  indexing 
will  have  to  be  increased.  The  basic  issues  are  when  and  by  how  much. 
The  entire  problem  revolves  around  the  desirability  of  separating  the 
funding  for  indexing  of  benefits  fron  tiie  funding  of  basic  plan  benefits 
and  the  continuation  of  the  cost  sharing  of  pensions  between  employees 
and  the  employer. 

If  the  indexing  and  the  basic  plan  benefits  v\ere  funded  together,  a 
realistic  assessment  of  the  long-range  current  service  cost  of  the  plan 
could  be  developed  with  this  figure  split  roughly  50-50  between  the 
employee  and  the  anployer.     The  additional   past   service   cost   could   be 
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absorbed  by  the  government.     The  major  advantages  of  this  approach  would 
be  as  follows: 

1.  A  more  consistent  measure  of  the  true  value  of  the  total 
pension  package  so  that  the  50-50  cost  sharing  principle 
between  enployees  and  their  public  sector  employer  could  be 
reinstated. 

2.  A  more  consistent  basis  for  funding  the  combined  benefits 
(basic  and  indexed)  could  be  developed,  v^hile  at  the  same  time 
pre-funding  rather  than  partially  funding   the   indexed  portion. 

3.  Combining  the  indexing  feature  with  the  basic  plan  valuation 
enables  tlie  actuary  to  employ  the  "real"  rate  of  investment 
return  as  the  interest  assumption  in  the  post-retirement  area, 
thereby  utilizing  a  consistent  set  of  actuarial  assumptions 
for  both  the  basic  plan  and  the  indexing  feature.  On  the 
assumption  that  the  assumed  "real"  rate  of  return  can  be  earned 
in  times  of  either  high  or  low  inflation,  the  cost  of  indexing 
will  not  change  as   inflation  changes. 

4.  The  concept  described  earlier  of  building  up  assets  under  the 
plan  to  a  level  not  exceeding  the  accrued  liabilities  of  the 
plan  can  still  be  introduced.  The  only  difference  would  be 
that  the  future  indexation  of  benefits  would  be  incorporated 
into  the  accrued  benefits.  The  only  potential  long-range 
dilemma  here  is  that  the  employer  contribution  prospectively 
could  becane  less  than  the  onployee's  contribution.  However, 
it  should  be  noted  that  this  will  occur  in  part  due  to  the 
fact  the  enployer  has  been,  and  will  continue  for  some  time, 
contributing  mDre  than  what  the  employee   is  contributing. 

5.  By  building  the  cost  of  indexing  in  with  the  basic  plan,  there 
is  a  more  ireaningful  conparison  of  costs  between  public  sector 
plans  with  cost  shared  100  per  cent  indexing  (PSSF  and  TSF)  and 
those  with  ad  hoc  50  per  cent  employer  paid  indexing  (OMERS, 
Hydro,   and  WCB). 

To  aid  in  clarifying  how  a  more  consistent  basis  for  funding  could 
be  achieved,  three  tables  (Tables  3,  4,  and  5)  have  been  constructed 
to  demonstrate  that,  regardless  of  the  rate  of  inflation,  the  same 
degree  of  funding  should  continue  for  the  canbined  "basic"  and  "indexed" 
benefits  as  long  as  it  can  be  assumed  that  the  "real"  rate  of  return 
(gross  rate  of  return  on  investments  less  inflation)  remains  relatively 
constant  irrespective  of  the  level  of   inflation. 

Table  3  develops  the  single  sum  needed  to  provide  an  annuity  of 
$100  annually  in  arrears  over  a  15-year  period  where  a  "real"  rate  of 
return  of  3  per  cent  is  applicable.  This  table  shows  that,  in  the 
instance  where  zero  inflation  exists,    the  cost  of   this   15-year   annuity 
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is  approximately  $1,200.  With  zero  inflation,  there  is  no  cost  asso- 
ciated with  inctexing,  and  lience  the  cost  of  the  "basic"  portion  of  tlie 
annuity   is  $1,200. 

If  we  assume  inflation  runs  at  a  5  per  cent  rate  over  the  15-year 
period,  and  the  total  investment  rate  of  return  is  8  per  cent  (3  per 
cent  "real"  plus  5  per  cent  "inflation"),  the  cost  of  the  "basic"  por- 
tion is  reduced  to  $855  because  of  the  use  of  a  higher  discount  rate  (8 
per  cent)  versus  the  3  per  cent  discount  rate  applied  under  the  zero 
inflationary  scenario.  However,  with  5  per  cent  inflation,  tliere  is  now 
a  cost  for  "indexation."  This  equals  $345  and,  wlien  added  to  the  $855 
"basic"  portion  cost,  gives  rise  to  a  total  combined  cost  of  $1,200. 

On  examining  Table  3,  it  can  be  seen  that  although  the  costs  of 
the  "basic"  and  "indexed"  portions  vary  depending  upon  the  level  of 
inflation  assumed,  their  conbined  cost  remains  the  same,  i.e.  $1,200. 
In  effect,  the  combined  cost  can  be  derived  by  discounting  the  "basic" 
portion  by  the  assumed  real  rate  of  return  (3  per  cent  in  our  example) 
and  ignoring  the  cost  of  indexing.  Inherent  in  this  approach  is  the 
assumption  that  all  investment  earnings  in  excess  of  the  real  rate  of 
return  will  be  applied  to  pay  for  tlie  cost  of   indexing  pensions. 

Table  3 

Conparison  of  Annuity  Present  Values  for  Varying  Rates  of  Inflation  and 

a  Constant  "Real"  Rate  of  Return 


Present  value 

of  $100  annual 

annuity  over 

Rates  of  return 

15  years 

Total  rate 

Indexed  portion 

Basic  portion 

Inflation  Real 

Total 

(real) (a) 

( inflation) (b) 

(total) (c) 

(1)     (2) 

(3) 

(4) 

(5) 

(6) 

(Per  cent) 

(Dollars) 

0       3 

3 

1,200 

- 

1,200 

3       3 

6 

1,200 

230 

970 

5       3 

8 

1,200 

345 

855 

7      3 

10 

1,200 

440 

760 

Assumptions  1.  A  $100  annual  annuity  is  assumed  to  be  payable  annually 
in  arrears. 
2.  Total  rate  (based  on  real  rate  of  return)  is  approxi- 
mate since  it  actually  varies  slightly  depending  on  the 
level  of  tlie  rate  of  inflation, 
a  Provides  for  annual  annuity  of  $100  annually  increased  by  inflation 
rate.   (This  is  calculated  discounting  $100  annual  annuity  payments 
at  "real"  rate  shown  in  column  (2).) 
b  Represents  portion  of  assets  required  to  pay  for  indexed  portion  of 

annuity,  i.e.,  annual  payments  in  excess  of  $100. 
c  Portion  of  fund  required  to  fund  flat  $100  annuity  assuming  a  rate  of 
return  equal  to  Total  Rate,  i.e.,  column  (3)  rate. 
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Table  4  demonstrates  how  this  process  would  work  v^en  inflation  is 
3  per  cent,  the  total  rate  is  6  per  cent,  and  the  real  rate  of  return 
afproximately  3  per  cent  (actually  it  would  equal  (1.06/1.03  -  1)  or 
2.9126  per  cent  in  this  example).  It  can  be  seen  that  the  separate 
funds  for  "basic"  and  "indexed"  benefits  will  work  out  to  a  balanced 
(zero)  position  if  we  set  aside  $971.23  in  the  "basic"  portion  and 
$230.15  in  the  "indexed"  portion.  Instead  of  using  separate  funds, 
we  could  have  put  the  total  amount  ($1,201.38)  in  one  fund,  paid  the 
ccrnbined  "basic"  and  "indexed"  portions  from  this  fund  and  still  have 
achieved  a  balanced    (zero)  position  at  the  end  of  15  years. 

What  would  have  happened  if  the  inflation  rate  had  changed  at  some 
point  throughout  tlie  15-year  period?  Would  the  respective  "basic"  and 
"indexed"  portions  have  been  in  a  balanced  position  at  the  end  of  15 
years  under  such  a  scenario?     And  what  about  the  conbined   fund  approach? 

Table  5  depicts  what  would  have  happened  if,  starting  with  the 
tenth  year,  inflation  had  moved  fran  3  per  cent  to  5  per  cent,  and  if 
the  total  fund  rate  had  been  assumed  to  increase  from  6  per  cent  to  8 
per  cent.  (This  vvould  ctoviously  apply  only  in  the  instance  where  assets 
could  be  sold  without  asset  depreciation  occurring  and  with  such  assets 
being  reinvested  at  the  higher  current  prevailing  rate.) 

Under  these  assumptions,  it  can  be  seen,  on  examining  Table  5, 
that  the  additional  excess  interest  earned  on  the  "basic"  fund  assets 
must  be  applied  toward  the  cost  of  the  increased  indexed  benefits  (due 
to  inflation  moving  from  3  per  cent  to  5  per  cent)  .  Otherwise  there 
would  be  a  surplus  in  the  "basic"  fund  and  an  equivalent  deficit  in  the 
"indexed"  fund.  By  canbining  the  two  funds,  we  end  up  with  essentially 
a  balanced   (zero)  position  at  the  end  of  15  years. 

Although  in  practice  the  scenario  depicted  would  never  work  out 
exactly  as  demonstrated,  the  basic  principle  outlined  for  developing  a 
realistic  cost  for  combining  the  "basic"  and  "indexed"  benefits  is 
accurate.  It  is  evident  fron  the  examples  that  there  is  no  feasible  way 
to  accurately  establish  a  "fair"  value  for  the  dollars  to  be  allocated 
to  the  "basic"  and  "indexed"  portions  when  established  as  individual 
funds  since  the  amount  required  to  be  deposited  in  each  varies  signifi- 
cantly depending  on  the  inflation  assumption  used,  and  more  importantly, 
on  the  actual  inflation  ultimately  experienced.  However,  by  packaging 
the  "basic"  and  "indexed"  portions  into  one  fund,  it  is  possible  to 
arrive  at  a  relatively  stable  cost  for  the  packaged  benefits  as  long  as 
a  handle  can  be  put  on  the  "real"  rate  of  investment  return.  Under 
public  sector  pensions  where  the  investment  rate  is  entirely  a  function 
of  the  gross  rates  of  return  on  20-year  and  longer  bonds  of  that  govern- 
ment, it  is  possible  to  arrive  at  a  "real"  rate  of  return  that  should 
stand  ip  ever  a  long  period  of   time. 
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CURRENT  FUNDING  OF  PUBLIC  SECTOR  PENSION  PLANS 

The  Benefits  Policy  Branch  of  the  Civil  Service  Commission  of 
the  Province  of  Ontario,  in  its  submission  to  the  Commission  dated 
December  13,  1977,  registered  concerns  about  the  variation  in  the  costs 
derived  for  the  PSPPs.  They  noted  that  the  costs  were  developed  by 
five  different  consultants  using  different  actuarial  assumptions  and 
funding  methods.  The  guidelines  reviewed  previously  in  this  study 
were  developed  as  a  first  step  toward  standardizing  the  costing  of 
fringe  benefits  in  tiie  public  sector.  They  were  not  conceived  as  being 
satisfactory  for  the  purpose  of  making  comparisons  with  the  private 
sector. 

In  this  section  of  the  report  we  will  demonstrate  that  there 
are  a  number  of  reasons  why  the  costs  of  PSPPs  under  review  should 
be  different  even  with  the  benefit  of  the  guidelines  established  in 
November  1976.  We  will  examine  in  this  section  the  reasons  for  the 
differences,  including  the  choice  of  funding  method,  and  critique  the 
roost  recent  PSPP  valuations. 

Why  PSPP  Costs  Vary 

The  following  summarizes  the  reasons  for  tiie  different  cost  levels 
between  the  PSPPs: 

Benefit  Provisions 

Included  under  this  heading  are  such  items  as: 

-  Employee  contributions; 

-  Type  of  plan  (final  pay,  career  average,  flat  dollar,  money- 
purchase  )  ; 

-  Eligibility  for  unreduced  pensions; 

-  Averaging  period  for  final  earnings  and  YMPE; 

-  Normal  form  of  pension; 

-  Availability  of  indexing  and  the  extent  to  which  full  indexing 
is  provided  and  the  degree  to  which  indexing  is  being  funded; 

-  Vesting  formula; 

-  Early  retiranent  subsidies  and  supplements; 

-  Maximum  service  accruals; 

-  Maximum  pension  limitations; 
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-  Availability  of  ancillary  benefits  such  as  death  and  disability 
benefits. 

The  major  provisions  of  the  PSPPs  are  contained  in  Appendix  A, 
Section  A.     The  critical  differences  can  be  summarized  as  follows: 

-  The  degree  to  v^ich  unreduced  pensions  are  made  available; 

-  Prior  service,  in  part,  based  on  career  average  instead  of  final 
average  formula   (OMERS  and  HOOPP); 

-  Period  for  averaging  final  pay  (5  or  7  years)  and  the  YMPE  (1,3, 
or  5  years ) ; 

-  Integration  formula  offset  (either  .7  per  cent  or  .625  per  cent, 
depending  on  the  plan); 

-  Automatic  indexing  at  100  per  cent  level  (maximum  annual  8  per 
cent  adjustment)  versus  ad  hoc  adjustments  at  about  one-half  of 
this  level; 

-  Vesting  v\*iich  varies  frcm  immediate  to  10  years. 

Work-force  Characteristics 

An  examination  of  Section  B  of  Appendix  A  outlines  the  essential 
characteristics  of  the  work-force  of  each  of  the  PSPPs.  There  are 
significant  differences  in  the  sex  mix  between  the  various  work-forces 
with  close  parallels  occurring  between  the  PSSF  and  OMERS,  and  the 
TSF  and  WCB.  Hydro  and  HOOPP  are  at  c^posite  ends  of  the  scale.  The 
average  age,  average  service,  and  average  entry  age  also  vary  somewhat 
with  the  ranges  being  as  follows: 


Range 

Average  age 

34-41 

Average  service  (years) 

7-9 

Average  age  at  hire 

25-34 

The  key  variant  under  an  entry  age  level  premium  valuation,  other 
than  the  actuarial  assumptions  themselves,  is  the  entry  age,  whereas 
under  the  projected  unit  credit  method,  the  average  age  is  the  critical 
factor.  It  is  evident  from  the  comparison  of  the  average  ages  at  hire 
that  current  service  costs  have  to  vary  frcm  group  to  group,  even  when 
all  other  factors  such  as  plan  provisions,  sex  mix,  and  salary  levels 
are  identical. 

Salary  levels  also  have   a  bearing   on  cost   levels,    and  as  can  be 

seen  fron  Appendix  A,    there  are  some  variations  in  pay  levels  fran  group 

to  group,   although  some  of   diis  is  due  to  different  valuation  dates   (see 
line  1,  Section  D  of  Appendix  A  for  valuation  dates.) 
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Lastly,  the  degree  to  which  benefits  have  previously  been  funded 
for  tlx5se  in  receipt  of  benefits  also  has  a  bearing  on  the  cost  level  of 
the  plan.  The  extent  to  which  indexing  costs  have  not  been  funded 
heretofore  has  an  obvious  impact  on  current  amortization  payment  levels. 
The  PSSF  and  Hydro  have  the  highest  beneficiary/worker  ratio  at  20  per 
cent,  while  the  TSF  and  OMERS  are  the  lowest  at  11  per  cent.  HCXDPP  and 
WCB  are  at  the  15-16  per  cent  level. 

Actuarial  Method 

The  entry  age  and  projected  unit  credit  methods  are  the  ones  used 
for  the  funding  of  the  PSPPs.  In  tlie  past,  CMERS  used  tlie  unprojected 
unit  credit  netliod  for  the  career  average  plan.  We  understand  that  they 
are  now  using  the  projected  unit  credit  method  for  the  final  average 
plan,  but  with  a  minimum  total  contribution  equal  to  the  plan's  defined 
employee  and  employer  contributions. 

It  is  unlikely  that  there  would  be  any  significant  change  in 
current  service  cost  for  all  PSPPs,  except  for  the  TSF,  if  the  entry 
age  or  the  projected  unit  credit  methods  are  utilized.  Because  of 
the  low  average  age  (34  years)  for  the  TSF,  the  current  service  cost 
would  decrease  from  present  levels.  However,  due  to  the  cutback  in 
the  growth  of  the  teaching  profession,  it  is  highly  likely  that  the 
average  age  will  increase  significantly  over  the  next  few  years.  In  the 
interest  of  maintaining  relatively  stable  costs,  the  entry  age  funding 
method  should  probably  remain  in  place. 

On  the  other  hand,  the  actuarial  liability  for  the  entry  age  method 
will  always  be  greater  tlian  for  the  projected  unit  credit  method  with 
catimensurately  higher  amortization  payments.  Consequently,  total  costs 
under  the  entry  age  nethod  for  the  various  PSPPs  must  be  greater  than 
for  the  projected  unit  credit  method,  notwithstanding  their  current  age/ 
service/sex  characteristics. 

It  should  also  be  noted,  as  explained  in  the  Financial  Executive 
article  referred  to  earlier,  that  the  level  of  unfunded  actuarial  lia- 
bility has  no  meaningful  significance  to  the  funded  status  of  a  pension 
plan.  It  is  the  relationship  of  the  assets  to  the  accrued  liability 
that  is  critical.  Although  the  ongoing  valuation  unfunded  actuarial 
liability  of  the  TSF  appears  enomous,  the  funded  status  based  on  its 
wind-up  or  accrued  liability  is  about  the  same  as  for  the  PSSF  (86 
per  cent  for  the  TSF  versus  85  per  cent  for  the  PSSF).  The  WCB  plan,  on 
the  other  hand,  is  excessively  funded  (134  per  cent)  when  assets 
are  compared  with  its  accrued  liability.  One  has  to  question  the 
desirability  of  pumping  more  employer  contributions  into  this  plan. 

Actuarial  Assumptions 

The  actuarial  assumptions  adopted  for  valuation  purposes  must  vary 
from  enployee  group  to  employee  group  in  order  to  reflect  as  closely  as 
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possible  the  experience  expected  to  emerge.  Otherwise,  the  cost  levels 
developed  will  prove  to  be  either  overly  adequate  or  inadequate.  If  tlie 
former,  surplus  funds  will  be  generated,  while  if  the  latter,  the  plan 
eventually  will  require  additional  funds  to  overcome  the  deficiencies 
that  are  bound  to  develop. 

Detailed  experience  analyses  have  been  undertaken  for  the  recent 
valuations  of  tlie  PSSF  and  the  TSSF.  The  turnover  and  retirement  rates 
experienced  for  each  of  tliese  plans  are  quite  different,  with  expected 
lower  turnover  in  the  teacher  ranks,  but  significantly  higher  utiliza- 
tion of  early  retirement.  Both  of  these  factors  lead  to  higher  costs 
under  tlie  TSF  as  conpared  to  the  PSSF. 

Even  with  the  use  of  realistic  assumptions  for  salary  increases 
over  the  long  term,  there  are  bound  to  be  aberrations  over  the  short 
term  that  will  lead  to  salary  losses.  These  have  been  accentuated 
in  recent  years  under  the  TSF  and  HOOPP  as  the  result  of  "catch-up" 
salary  adjustments  v^ich  have  had  the  effect  of  increasing  the  actuarial 
liabilities  of  these  plans  immeasurably. 

Other  actuarial  assumptions  also  vary  from  employee  group  to 
employee  group  -  for  example,  disability  and  mortality  rates  -  although 
for  anployee  groups  as  large  as  these  there  should  be  no  major  differ- 
ences over  an  extended  period  of  years. 

Investment  Performances 

Variations  in  actual  investment  performance  from  anticipated 
results  can  have  a  significant  impact  on  costs.  The  basis  upon  which 
the  PSPPs  are  established  places  the  onus  for  absorbing  gains  or  losses 
in  the  hands  of  tlie  onployer.  Assuming  the  continuation  of  the  use  of 
government  debentures,  or  the  equivalent  investment  rate  of  return  on 
such  debentures  in  the  case  of  the  PSSF,  there  should  be  a  good  chance 
of  defining  fairly  precisely  the  "real"  rate  of  return  for  the  PSSF  and 
TSF.  The  rates  of  return  on  tlie  remaining  PSPP  funds  should  be  higher 
over  the  longer  term,  reflecting  tlie  greater  rates  of  return  available 
on  other  forms  of  securities.  However,  this  may  not  prove  out  over 
the  short  term,  and  possibly  even  the  longer  term.  Poor  investment 
performance  results  could  occur,  thereby  resulting  in  higher  overall 
employer  pension  costs  than  would  have  been  the  case  if  the  assets  had 
been  invested  100  per  cent  in  government  debentures. 

In  summary,  there  are  a  number  of  reasons  why  the  costs  of  pensions 
for  the  six  public  sector  pension  plans  should  vary.  EVen  if  identical 
pension  provisions  existed,  consistent  investment  performance  occurred, 
and  the  same  funding  nethod  was  used,  there  would  still  be  differences 
in  cost  levels  as  the  result  of  different  work-force  characteristics 
and  the  fact  that  actuarial  assumptions  for  turnover  and  retirement 
utilization,  to  name  only  two,  will  probably  vary  fron  employee  group  to 
employee  group. 
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The  only  satisfactory  vay  of  cxanparing  tJie  cost  of  both  public  and 
private  sector  pension  plan  benefits  is  to  adopt  the  approach  outlined 
on  page  18  of  the  Civil  Service  Commission's  subnission  to  the  Commis- 
sion in  which  reference  is  made  to  a  1974  State  of  California  approach 
to  tliis  problem.  Their  approach  attempts  to  establish  the  cost  of 
employer  benefits  by  assuming  that  the  employer  interested  in  comparing 
his  benefit  programs  with  other  competitor  organizations  adopts  the 
benefit  plans  of  tlie  comparison  organizations.  These  benefits  are  then 
priced  using  the  age,  sex,  salary,  and  other  demographic  diaracteristics 
of  that  employer's  work-force.  As  well,  a  consistent  set  of  actuarial 
assumptions  and  funding  techniques  are  used  to  develop  the  costs  of  the 
benefits.  This  is  a  highly  sophisticated  and  expensive  technique  for 
comparing  benefit  costs. 

Critique  of  Most  Recent  PSPP  Valuations 

The  following  comments  are  offered  regarding  the  valuations  of 
the  various  PSPP  plans.  These  comments  are  offered  in  response  to 
the  overall  terms  of  reference  for  this  study  which  requested  us  to 
determine  whether  tJie  actuarial  costs  and  liabilities  of  the  plan  were 
"true"  and  the  funding  rrethods  suitable.  In  this  connection  it  should 
be  recognized  that  the  actuaries  have  far  greater  insight  into  the  past 
experience  of  each  plan  tiian  we  could  possibly  acquire  at  a  distance. 
This,  therefore,  places  them  in  a  much  better  position  to  make  better 
judgments  as  to  the  assumptions  that  together  will  best  measure  the 
future  outcome  of  events  under  each  plan. 

PSSF  Valuation  -  December  31,   1976 

This  valuation  was  developed  using  actuarial  assumptions  based 
on  current  experience.  The  interest  rate  used  was  also  developed 
conservatively,  having  been  set  at  7.25  per  cent  (the  fund  was  currently 
earning  7.56  per  cent). 

Recognizing  the  points  made  previously  in  this  study  on  real  growth 
in  wages,  there  is  probably  some  need  to  review  the  adequacy  of  the  real 
growth  in  wages  used  in  the  PSSF  valuation  v^^ere  it  spears  that  merit/ 
promotional  increases  vfere  introduced  but  very  little,  if  anything,  was 
included  in  the  salary  scale  assumption  for  productivity.  We  noted 
earlier  tliat  real  wages,  exclusive  of  merit  and  prcxnotion,  have  been  on 
a  2.1  per  cent  annual   trend  line  over  tlie  past  50  years. 

We  also  discovered  that  provincial  long-term  bonds  have  generated  a 
2.45  per  cent  real  rate  of  return  with  a  1.60  per  cent  net  rate  after  a 
risk  factor  is  applied.  The  PSSF  valuation  used  a  1.75  per  cent  real 
rate  (see  Section  D  of  /^pendix  B)  which  is  conservative  by  about  .7 
per  cent  of  1  per  cent,  recognizing  there  is  no  risk  involved.  This 
conservatism  will  offset  part  of  the  shortfall  in  productivity  that  may 
not  have  been  reflected  adequately  in  the  salary  scale.  Combining  this 
.7  of  1  per  cent  with  the   .3  of  1  per  cent  conservatism  in  the    interest 
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rate  yields  a  gain  of  1  per  cent  v^hich    is   about   1.1   per   cent   short   of 
the  2.1  per  cent  trend   in  growth   in  real  wages   (productivity). 

Notwithstanding  this  concern,  and  although  the  costs  developed 
may  be  sonewhat  understated,  the  critical  concern  should  be  that  the 
accrued  liabilities  are  covered  by  the  assets  of  tlie  plan.  Currently 
the  funded  status  is  86  per  cent.  Earlier  conments  about  developing  a 
funding  basis  that  will  generate  a  current  service  cost  that  matches  the 
level  of  onployee  contributions  may  have  been  a  contributing  factor  in 
the  decision  to  adopt  the  particular  economic  assumptions  used.  In 
fact,  the  onployer  current  service  cost  developed  was  6.06  per  cent 
as  canpared  with  the  6  per  cent  employee  contribution  rate.  To  have 
utilized  a  higher  salary  scale  assumption  would  have  increased  the 
employer  cost  significantly. 

To  summarize,  the  valuation  cost  basis  is  probably  slightly  under- 
stated for  the  reasons  mentioned.  A  move  to  the  projected  unit  credit 
funding  rrethod  using  realistic  assumptions,  however,  would  probably 
generate  a  total  anployer  cost  close  to  tliat  developed  in  the  December 
31,  1976  PSSF  valuation.  Consequently,  there  is  little  reason  to 
question  the  reliability  of  the  numbers  developed.  What  should  be 
explored  is  the  desirability  of  continuing  the  practice  of  developing 
an  anployer  current  service  contribution  that  matches  the  employees' 
current  service  contribution.  Also,  the  inclusion  of  the  funding  of 
indexed  pensions  with  tJie  basic  plan  benefits  should  be  considered  in 
the  future. 

TSF  Valuation  -  December  31,   1975 

The  conments  on  this  valuation  are  very  similar  to  the  ones  made 
for  the  PSSF.  Real  investment  rates  of  return  used  were  3  per  cent 
versus  an  expected  norm  of  2.45  per  cent,  a  potential  of  .55  of  1  per 
cent  overstatement  in  real  rates  of  return.  Real  wages  have  been 
established  at  1.5  per  cent  v^ich  is  below  the  2.1  per  cent  productivity 
trend  line.  There  appears  to  be  nothing  included  for  merit/promotional 
increases  v\^ich  may  not  be  too  significant  for  teachers.  The  current 
investment  yield  is  7.5  per  cent  versus  the  7  per  cent  interest  rate, 
which  provides  a  current  cushion  of  .5  of  1  per  cent.  Overall,  there 
appears  to  be  a  shortfall  of  almost  1  per  cent,  approximately  the  same 
as  for  the  PSSF  valuation.  It  is  interesting  to  note  that  the  TSF 
matching  contribution  rate  is  6.4  per  cent  versus  6.06  per  cent  for  the 
PSSF.  Adjusting  for  the  shortfall  mentioned  above  would  increase  this 
6.4  per  cent  contribution  rate  considerably. 

A  move  to  the  projected  unit  credit  method  vvould  help  substantially 
due  to  the  very  young  average  age  of  the  teacher  group.  Because  of 
this,  it  can  be  assumed  the  overall  funding  of  the  TSF  is  adequate. 
Again,  the  cost-sharing  principle  appears  to  loom  as  a  contributing 
factor  in  the  actuarial  assumption  decision-making  process. 
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OMERS  -  January  1,  1977 

This  valuation  which  we  reviewed  was  based  on  the  career  average 
plan.  It  is  conservatively  done.  WitJi  unprojected  unit  credit  funding 
and  a  6  per  cent  interest  rate  (versus  a  fund  earning  8.9  per  cent), 
there  is  little  doubt  about  this  even  if  the  actuarial  assumptions  may 
not  have  been  developed  conservatively.  The  move  to  the  investment 
of  assets  in  marketable  securities  also  enhances  the  opportunity  for 
increasing  tlie  real  rate  of  return  on  investments  to  a  level  closer  to 
3  per  cent. 

Discussions  with  the  actuary  for  the  OMERS  plan  produced  the 
following  information  regarding  the  valuation,  as  of  January  1,  1978,  of 
the  new  final  average  plan. 

Unfunded  actuarial  Total 

Funding  method                                   liability normal  cost 

(Millions  of  dollars)  (Per  cent) 

Projected  unit  credit                           115  9.92 

Level  cost  method                                   197  12.20 

The  level  cost  metJiod  determines  tlie  actuarial  liability  by  deduct- 
ing from  the  present  value  of  future  benefits  the  present  value  of 
cciT±)ined  matching  employee  and  onployer  contributions  amounting  to  12.2 
per  cent  of  payroll.  The  cost  of  amortizing  $115  million  over  15  years 
is  at  most  .8  of  1  per  cent  of  tlie  approximate  $1.5  billion  payroll  and 
when  added  to  the  projected  unit  credit  cost  of  9.92  per  cent  yields  a 
total  contribution  of  about  10.7  per  cent  of  payroll.  As  this  is  less 
than  the  matching  contribution  of  12.2  per  cent,  OMERS  will  probably 
contribute  the  12.2  per  cent  amount  and  nothing  nore. 

The  actuarial  assumptions  adopted  for  these  projections  were  as 
follows: 


Per  cent 

Investment  rate  of  return 

6 

Inflation 

3 

Salary  increase  rate 

5 

Productivity 

1 

Merit/prcmotion 

1 

Real  rate  of  investment  return 

3 

Recognizing  the  manner  in  which  investments  have  been  made  and  the 
exceptional  performance  achieved  to  date,  the  3  per  cent  real  rate  is 
probably  justified.  However,  the  use  of  a  1  per  cent  productivity  rate 
is  low  v\^en  canpared  with  the  2.1  per  cent  trend  line  rate.  Recognizing 
there  is  a  cushion  inherent  in  the  12.2  per  cent  contribution  rate 
over  tlie  10.7  per  cent  projected  unit  credit  contribution  rate  of  1.5 
per  cent,  it  is  fairly  evident  that  the  OMERS  plan  is  being  funded 
adequately.     Ihis   is  borne  out   further  when    it    is    recognized    that    the 
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plan  is  overfunded   when    the   assets   are   compared   against    the   accrued 
liability. 

Over  the  longer  term,  however,  it  is  also  evident  that  funding  the 
plan  using  the  matching  onployee/employer  contributions  will  lead  to  a 
funded  position  vhere  the  assets  will  always  be  greater  than  the  accrued 
liability,  a  posture  that  v«  believe  to  be  excessive,  particularly  for  a 
government-sponsored  pension  plan. 

HCXDPP  -  December  31,   1976 

This  valuation  appears  to  have  been  developed  with  actuarial 
assumptions  that  have  not  been  based  on  any  recent  experience  studies, 
with  the  exception  of  an  analysis  of  turnover  experience  which  indicates 
that  the  rates  used  are  75  per  cent  of  the  actual  termination  rates  over 
the  first  seven  years  of  cperation  of  the  plan. 

The  5-1/2  per  cent  valuation  interest  rate  is  conservative  as 
is  the  use  of  a  4  per  cent  level  annual  increase  in  the  YMPE  (versus 
12-1/2  per  cent  through  1983  or  1984).  If  we  assume  that  the  4  per  cent 
increase  rate  in  the  YMPE  reflects  inflation  and  productivity,  then  the 
salary  scale  of  4-1/2  per  cent  includes  1/2  of  1  per  cent  for  promotion 
and  merit  increases.  If  v/e  also  assume  productivity  of  2  per  cent  is 
included  in  the  4  per  cent  YMPE  increase  rate,  then  inflation  has  been 
set  at  2  per  cent.  This  then  implies  a  3-1/2  per  cent  real  rate  of 
investment  r^eturn.  This  may  be  somewhat  ambitious  for  the  fund  to  earn 
but  is  certainly  not  unattainable. 

Although  there  is  not  sufficient  information  provided  to  give  a 
satisfactory  overall  assessment  of  the  realism  of  the  cost  figures 
developed,  it  can  be  stated  that  overall  Uie  cost  figures  would  appear 
to  be  conservative,  particularly  when  ad  hoc  pensioner  increases  have 
never  teen  granted  and  the  inflation  component  in  the  interest  rates 
earned  on  pensioner  assets  above  the  assumed  2  per  cent  rate  will  gen- 
erate gains  to  the  plan.  An  area  vvhere  conservatism  oould  be  lacking  is 
in  the  use  of  an  average  retirement  age  of  64.  Experience  could  show 
that  this  is  too  high  an  age.  Overall,  however,  the  plan  is  vvell  funded 
since,  according  to  the  plan's  actuary,  the  assets  exceed  the  accrued 
liability. 

Hydro  -  December  31,   1976 

An  analysis  of  experience  against  the  assumptions  made  since  the 
last  valuation  (December  31,  1973)  was  included  in  this  report.  This 
is  referred  to  as  a  gain  and  loss  analysis  v*ich  is  an  excellent  tool 
for  monitoring  tlie  actual  experience  of  the  plan  against  the  various 
assumptions  made.  Changes  were  made  in  pertinent  assumptions  to  adjust 
for  changes  in  the  plan  as  well  as  experience  trends. 
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The  only  area  of  concern,  once  again,  rests  with  the  use  of  mean- 
ingful real  growth  in  vrages  and  real  rates  of  investment  return.  The 
valuation  assumed  a  6  per  cent  interest  rate  (as  compared  to  a  most 
recent  yield  of  6.4  per  cent)  and  a  salary  scale  of  5-1/2  per  cent.  Ttie 
differential  between  tliese  two  factors  is  1/2  of  1  per  cent  and  is  the 
smallest  of  all  the  six  plans  under  examination  as  shown  below: 


Excess 

of 

valuation  interest  rate 

Plan 

over 

salary 

scale  assunption 

(Pe 

r  cent) 

PSSF-  males 

.75 

-  females 

1.15 

TSF 

1.5 

HOOPP 

1.0 

Hydro 

.5 

WCB 

1.5 

Unfortunately,  the  increase  in  the  YMPE  has  also  been  set  at 
5-1/2  per  cent,  the  same  as  the  salary  scale  rate.  This  is  partially 
conservative  because  it  ignores  the  12-1/2  per  cent  increase  in  the  YMPE 
through  1983  or  1984,  but  is  probably  too  high  for  years  thereafter 
since  it  should  exclude  the  merit/pronotional  scale  applicable  at  Hydro. 
Although  this  information  and  the  inflation  rate  are  unknown,  the  key 
favourable  factor  is  the  narrow  gap  between  the  interest  rate  and  the 
salary  scale.  This  plan,  like  HOOPP,  is  funded  using  the  projected  unit 
credit  metliod  v\iiich  is  not  as  conservative  as  the  entry  age  method. 
Consequently,  it  is  more  important  tliat  tlie  assumptions  be  as  realistic 
as  possible.  On  balance,  there  probably  could  be  more  conservatism  in 
this  valuation,  although  the  resulting  numbers  are  undoubtedly  suffi- 
cient to  meet  the  plan's  pronises.  It  would  also  appear,  although  the 
information  \\bs  not  available,  that  the  assets  would  probably  ccme  close 
to  the  plan's  accrued  liability. 

WCB  -  December  31,  1977 

This  valuation  has  been  completed  using  economic  assumptions 
identical  to  the  TSF,  as  veil  as  using  the  entry  age  funding  method. 
Consequently,  the  comments  are  equally  applicable  to  those  for  the  TSF 
except  that  the  real  rate  of  return  opportunity  for  tJiis  plan  should 
exceed  that  for  the  TSF.  Consequently,  the  3  per  cent  expected  real 
rate  of  return  is  probably  a  realistic  goal.  The  fund  earned  7.32  per 
cent  in  1977  as  conpared  with  the  assumed  rate  of  7  per  cent. 

Termination  rates  used  were  developed  from  an  analysis  of  1977 
experience.  No  other  experience  studies  vere  undertaken  with  prior  year 
assumptions  continuing  to  be  used,  except  for  tlie  retirement  assumption 
which  was  made  more  conservative  by  assuming  50  per  cent  of  eligibles 
for  the  60/20  and  the  age  plus  service  =  90  formulae  would  retire  at 
that  point  and  the  balance  at  age  65. 
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This  valuation  generated  a  surplus  of  $18,740,000  on  an  accrued 
liability  basis  and  $13,024,000  on  an  ongoing  valuation  basis.  The  plan 
is  definitely  veil  funded  and  the  current  service  contributions  would 
probably  be  found  to  be  conservative  when  conpared  with  costs  developed 
using  the  projected  unit  credit  funding  nBthod  and  realistic  actuarial 
assumptions. 

General  Assessment 

Generally  tlie  PSPPs  are  being  funded  adequately.  It  should  be 
recognized,  however,  that  there  are  differences  in  the  degree  of  funding 
ranging  from  those  that  are  more  conservatively  funded  due  to  the  use  of 
the  entry  age  versus  tlie  projected  unit  credit  method,  those  that  have 
developed  realistic  econanic  assumptions  encompassing  real  growth  in 
wages  and  rtBrit/proiiotion  scales  as  well  as  reasonable  real  rates  of 
investment  return  in  relation  to  the  types  of  assets  being  used,  versus 
those  where  less  realism  has  been  reflected,  and  demographic  assumptions 
that  are  in  line  with  recent  experience  versus  being  best  judgment 
factors. 


SUMMARY  (P  FINDINGS 

The  findings  of  this  study  are  as  follows: 

1.  The  six  public  sector  pension  plans  are  being  funded  relatively 
adequately,  although  there  is  a  definite  need  to: 

-  base  decrement  rates  more  closely  to  the  results  of  current 
experience  studies; 

-  base  econonic  assumptions  on  realistic  assessments  of  real 
growth  in  wages,  inflation,  and  merit/promotional  scales, 
and  real  investment  rates  of  return  applicable  to  the  types 
of  securities  in  which  the  fund  assets  are  invested; 

-  wrap  the  funding  of  indexed  benefits  in  with  basic  plan 
benefits,  and  reflect  the  funding  of  such  benefits  by  using 
the  real  rate  of  return  in  the  post- retirement  area; 

-  target  the  funding  of  tlie  plans  toward  accrued  liabilities, 
including  the  indexing  of  such  benefits,  (using  the  Ontario 
Pension  Benefits  Act  Ttest  Valuation  basis  as  the  standard) 
rather  tlian  toward  ongoing  liabilities; 

-  move  away  from  tlie  concept  of  having  the  employer  current 
service  cost  match  as  closely  as  possible  employee  contri- 
butions. Otherwise,  the  funding  of  public  sector  pension 
plans  eventually  will  generate  assets  exceeding  accrued 
liabilities. 
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-  move  the  plans  toward  the  use  of  a  consistent  funding 
method;  namely  the  projected  unit  credit  funding  method 
prorated  on  service  although  consideration  of  the  use  of 
this  method  of  prorating  benefits  on  projected  earnings 
might  be  nrare  consistent  with  tlie  concept  of  having  public 
sector  pension  plans  target  their  funding  to  accrued  lia- 
bilities, including  tlie  cost  of  indexing  accrued  benefits. 
The  use  of  the  projected  unit  credit  method  prorated  on 
earnings  should  probably  only  be  used  when  the  plan's  assets 
equal   the  accrued  liability. 

2.  Move  the  public  sector  plans  toward  the  desirable  goal  of 
investing  in  real  assets  (marketable  securities)  versus  public 
debt   in  order  to: 

-  ameliorate  cash  flow  difficulties  that  could  possibly  otierge 
in  the  future; 

-  provide  a  greater  sense  of  security  of  benefits  in  the  minds 
of  the  workers  and  beneficiaries  of  such  plans; 

-  lessen  the  possibility  of  internally  generated  funds  being 
deployed  toward  nonproductive  items  or  applied  to  cover 
general  expenditures  vitiich  should  be  more  properly  paid  for 
out  of  current  tax  revenues; 

-  have  the  potential  for  generating  a  higher  level  of  invest- 
ment return  than  might  otherwise  be  the  case  where  the  fund 
is  invested  100  per  cent  in  government  debt. 

3.  As  a  minimum,  have  the  assets  of  the  PSSF,  PSSAF,  and  TSAF  that 
are  now  earmarked  for  the  Consolidated  Revenue  Fund  handled  in 
a  similar  manner  to  the  assets  of  the  TSF,  i.e.,  invested  in 
non-public  government  debentures.  In  this  way,  the  total 
debt  of  the  province  could  be  established  more  easily  than  at 
present  (the  PSSF,  PSSAF,  TSAF,  and  the  Province  of  Ontario 
Savings  Office  assets  are  currently  classified  as  unfunded 
debt) . 

4.  Establish  the  principle  of  undertaking  periodic  forecasts  of 
cash  flows  to  the  various  pension  plans.  For  the  PSSF  and 
TSF  (and  possibly  CMERS)  also  develop  the  cash  flow  of  funds 
available  to  tlie  province  for  investment  purposes.  This  is  a 
sound  approach  to  the  management  of  pension  plan  investment 
flows  that  provides  as  well  an  indication  of  the  internal  funds 
available  for  tlie  government  to  invest. 

5.  Require  that  internal  cost  controls  for  pensions  be  established 
by  requiring  that  the  cost  of  pensions  be  incorporated  in  the 
budgets  of  governmental  units,   e.g.,   local  school  boards.     This 
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is  the  only  way  that  the  recognition  of  the  cost  of  pensions 
will  be  understood.  The  cost  of  indexation  should  also  be 
included  in  local  budgets. 

6.  Encourage  the  various  public  sector  organizations  to  examine 
their  pension  programs  to  satisfy  tliemselves  that  the  benefit 
levels  provided  are  not  excessively  beyond  what  could  be  called 
"adequacy"  levels  when  measured  in  after- tax  terms.  Also 
encourage  those  plans  now  providing  fully  indexed  pensions  for 
retirements  occurring  prior  to  age  65  to  provide  less  than  full 
indexing  in  order  to  help  discourage  the  excessive  utilization 
of  the  earlier  retirement  provisions  of  the  plans.  Indexing 
at,  say,  a  50  per  cent  level  might  be  beneficial  in  achieving 
this  desired  result. 

7.  Encourage  the  public  sector  to  work  with  consulting  organiza- 
tions that  have  developed  refined  techniques  for  conparing  the 
cost  of  pension  programs  in  a  meaningful  manner  so  that  direct 
comparisons  can  be  made  for  the  "real"  anployer  costs  of  public 
and  private  sector  pension  and  benefit  programs.  In  this  way, 
more  direct  comparisons  can  be  made  as  to  the  "real"  cost 
of  total  compensation  programs  to  public  and  private  sector 
employers . 
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GUIDELINES   FDR  TOE  VALUATION  OF   PENSION    PLANS    RELATING   TO   THE    OSITARIO 
PUBLIC   SECTOR 

Background 

Increasingly  large  pension  liabilities  have  focussed  attention  on 
the  need  for  timely  and  consistent  information  regarding  pension  plans 
in  the  Ontario  public  sector. 

This  information  is  required  in  order  to: 

1.  provide  management  board  with  a  consistent  basis  for  the 
determination  of  public  sector  pension  liabilities  in  order  to 
assess  expenditure  requirements  for  each  fiscal  year  and  to  aid 
in  optimal  budget  management; 

2.  permit  conparability  between  benefits  and  benefit  costs  across 
the  public  sector  and  with  private  sector  plans; 

3.  allow  more  accurate  estimates  of  pension  contributions,  bene- 
fits payable  and  special  payments  for  the  optimal  management  of 
provincial  cash  flows; 

4.  estimate  the  future  availability  of  funds  for  provincial 
financing  purposes; 

5.  assure  the  availability  of  accurate  data  on  future  pension 
liabilities  in  order  to  satisfy  the  disclosure  requirements  for 
external  financing,  and  to  maintain  the  financial  integrity  of 
the  province. 

NOTE:  The  above  objectives  do  not  apply  equally  to  the  five 
major  pension  plans.  The  first  and  the  third  exclude 
the  Hydro  Pension  Plan,  and  the  fourth  excludes  the 
Hospitals  of  Ontario  Pension  Plan. 

Approach 

A  study  group  composed  of  representatives  of  the  Benefits  Policy 
Branch  (CSC)  and  the  Taxation  and  Fiscal  Policy  and  Finance  Management 
Branches  (TEIA)  developed  the  broad  outlines  of  a  standard  approach  to 
the  valuation  of  pension  plans  in  the  Ontario  public  sector  v\^iich  would 
meet  the  information  needs  outlined  above. 

This  approach  was  discussed  with  the  administrators  and  actuaries 
of  the  Public  Service  Superannuation  Fund,  the  Teachers'  Superannuation 
Fund,  the  Ontario  Municipal  Employees  Retirement  System,  the  Hospitals 
of  Ontario  Pension  Plans,  and  the  Hydro  Pension  Plan. 
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The  actuaries  associated  with  each  of  these  plans  undertook  to  neke 
written  recommendations  which  would  be  submitted  to  the  study  group 
through  tlie  plan  administrator. 

The  guidelines  detailed  below  are  based  on  these  recommendations  as 
well  as  the  discussions  held  with  the  administrators  and  actuaries. 


PROPOSED  GUIDELINES 

These  guidelines  do  not  attempt  to  establish  the  basis  for  the 
triennial  pension  plan  valuation  required  under  the  provisions  of  the 
Ontario  Pension  Benefits  Act. 

They  are  intended  to  provide  the  basis  for  a  common  approach  to  the 
valuation  of  pension  plans  related  to  the  Ontario  public  sector. 

Statement  of  Plan  Operations 

It  is  reconmended  that  each  valuation  report  should  contain  the 
following: 

1.  A  summary  of  the  plan  provisions.  This  summary  should  cover 
the  main  provisions  of  the  plan  only. 

2.  Mention  of  changes  in  plan  benefits  since  the  last  report. 

3.  A  description  of  broad  investment  objectives  of  tlie  fund. 

4.  A  description  of  financing  which  would  include  the  special 
payments  expressed  as  a  percentage  of  salary. 

5.  Number  of  contributors  and  related  payroll  shown  by  age,  sex, 
and  service  group.  The  service  groups  should  be  0-4  years, 
5-9,  10-14,  15-19,  20-24,  25-29,  30-34,  35  and  over. 

6.  An  analysis  of  major  changes  in  the  population  profile  since 
the  last  report. 

7.  Number  of  beneficiaries  shown  by  type,  age,  and  sex.  Types 
include  annuities  or  allowances  payable  to  retirees,  deferred 
annuitants,  survivors,  and  disabled  lives. 

Actuarial  Method 

A  projected  benefit  method  should  be  used  in  the  valuation.  Actu- 
arial liabilities  associated  with  the  accrued  service  and  total  service 
should  be  shown  separately.  The  actuarial  liability  for  accrued  service 
should  take  the  projection  of  salaries  into  account  for  tliose  plans  with 
a  final  average  formula. 
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Under  the  projected  benefit  method,  levels  of  benefit  are  projected 
for  both  future  salary  and  future  service.  In  addition,  account  is 
taken  of  future  contributions  under  the  plan.  The  levels  of  contribu- 
tiions  will  vary  by  plan,  since  in  some  plans  the  employer  portion 
is  defined  in  terms  of  the  employee  contribution,  and  in  others  the 
employer  contribution  is  more  flexibile.  The  valuation  should  take 
these  differences  into  account. 

It  vvould  be  helpful  to  have  the  value  of  benefits  to  be  earned  in 
respect  of  service  in  the  year  following  the  date  of  valuation.  This 
calculation  would  be  based  on  existing  members  and  projected  salaries. 

Demographic  Assumptions 

These  assumptions  should  reflect  the  characteristics  of  each 
particular  plan  where  sufficient  data  are  available.  In  many  cases,  it 
will  not  be  possible  for  actual  plan  experience  to  be  used  because  of 
the  statistical  significance  of  the  data.  In  the  event  that  a  standard 
table  is  used,  the  standard  should  be  identified  and  reasons  given  for 
its  use.  The  particular  demographic  assumptions  are  listed  below: 

1.  Rates  of  mortality  for  active  lives,  retirees,  survivors,  and 
the  disabled  if  relevant. 

2.  F^tes  of  withdrawal  specified  by  sex,  age,  and  years  of  ser- 
vice. The  selected  period  could  be  as  long  as  five  years  if 
appropriate.  The  rates  will  reflect  terminations  in  which  the 
benefit  is  either  a  return  of  contributions  or  a  deferred 
annuity. 

3.  Rate  of  retirement  to  be  applied  to  a  participant  who  termi- 
nates and  vho  is  eligible  to  take  a  monthly  incane,  reduced  or 
unreduced.  Because  most  of  the  plans  have  complex  rules  for 
retirement  with  an  unreduced  pension,  these  special  provisions 
should  be  considered  in  the  rates.  Consequently,  rates  should 
be  established  for  each  age  and  sex  by  years  of  service  at 
relevant  ages  and  service  durations. 

4.  Rates  of  disablement  should  be  appropriate  to  the  experience  of 
the  plan. 

5.  Proportion  of  the  population  married  and  the  relationship  of 
the  husband's  age  to  the  wife's  age,  where  available. 

6.  Rates  on  remarriage  where  applicable. 

7.  Proportion  of  termination  employees  electing  vested  pensions. 
This  assumption  could  be  covered  under  items  (2)  and  (3). 
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Econanic  Assumptions 

These  assumptions  should  reflect  the  characteristics  of  the  fund 
but  a  ocOTTon  set  of  principles  should  be  used  in  determining  the  eco- 
nomic assumptions.  An  overriding  consideration  should  be  that  these 
assumptions  be  realistic  for  tlie  long   term. 

1.  Rates  of  salary  increases  due  to  promotion,  seniority,  and 
productivity. 

2.  Rate  of  inflation  (or  general  salary  increases)  should  be 
reflected  separately  from  item   (1). 

3.  The  interest  assunption  should  reflect  realistic  estimates  of 
the  actual  expected  rates  of  return  year  by  year  in  the  long 
run. 

It  would  be  helpful  (where  the  plan's  systems  permit)  to  estab- 
lish for  each  year  of  the  initial  10-year  period  the  rate 
of  interest  on  a  best-estimate  basis,  reflecting  the  yields 
on  existing  investments  and  the  prospective  yields  for  new 
investments,  as  well  as  allowing  for  any  expected  changes  in 
investment  philosophy.  A  single  rate  approximating  the  year 
by  year  rates  in  the  initial  10-year  period  would  also  be 
acceptable,  but  an  explanation  of  tow  the  substitute  rate  was 
developed  would  be  necessary.  For  the  period  subsequent  to 
the  initial  10-year  period,  a  reasonable  long-term  interest 
assumption  should  be  employed. 

Alternatively,  where  the  plan's  systems  do  not  permit  the 
refinement  outlined  above,  a  single  rate  which  would  provide 
similar  results  could  be  used.  However,  if  a  single  rate  is 
ctosen,  the  report  should  outline  the  method  used  to  establish 
the  single  rate. 

4.  The  growth  rate  in  the  Year's  Maximum  Pensionable  Earnings 
under  the  CPP  should  follow  the  terms  set  out  in  the  CPP 
Act.  For  the  period  after  ^^*^ich  specified  increases  are  not 
set  out  in  the  act,  an  assumption  appropriate  to  the  general 
inflationary  conditions  should  be  used. 

Valuation  Balance  Sheet  and  Related  Information 

Assets 

The  invested  assets  should  be  presented  with  an  attached  exhibit 
stowing  each  asset  in  the  portfolio  at  both  book  and  market  value  as 
well  as  noTiinal  rate  of  return  on  toth  book  and  market.  In  tlie  event 
that  the  assets  are  carried  to  the  balance  sheet  at  a  value  other  than 
book  or  market,   a  description  of   the  method  used  to  establish   the   actu- 


157 


arial  value  along  with  reasons  for  using  that  method  should  be  pre- 
sented. Any  capitalized  interest  should  be  identified. 

In  addition  to  the  invested  assets,  the  present  value  of  future 
contributions  from  employees  and  future  contributions  from  employers 
(v^ere  specified  in  the  plan)  should  be  stated.  The  amount  of  the 
statutory  unfunded  liability  (under  the  Ontario  Pension  Benefits  Act) 
should  be  shown  as  well,  where  applicable.  Any  balancing  item  as  a 
result  of  this  valuation  should  be  identified.  A  breakdown  of  the 
required  payments  associated  with  the  statutory  unfunded  liability 
should  be  included  in  a  footnote. 

Any  surpluses  i^hich  are  used  to  write  down  experience  deficiencies 
should  be  identified  and  included  in  the  balance  sheet. 

Liabilities 

The  actuarial  liabilities  should  be  set  out  showing  the  portion 
of  liability  associated  with  active  members  allocated  by  sex  showing 
accrued  and  total  service  separately. 

If  possible,  it  would  be  appropriate  to  allocate  the  active  life 
liability  to  the  various  sources  of  benefits,  i.e.,  withdrawal,  disa- 
bility, death,  and  retirement. 

Liabilities  associated  with  pensions  in  pay  should  be  allocated  by 
sex  showing  retirement,  disability,  and  survivors'  tenefits  separately. 

Other  Items 

In  addition  to  the  items  mentioned  above,  the  present  value  of 

1  per  cent  of  payroll  with  projections  over  the  future  lifetime  of 

the  membership  should  be  shown  for  males  and  females  separately  as  a 
footnote  to  the  balance  sheet. 

Cash  Flow  Analysis 

A  cash  flow  forecast  should  be  provided  for  10  years.  This  fore- 
cast should  provide  the  information  contained  in  the  sample  layout  in 
Table  1  below.  Except  for  the  economic  assumptions  shown  below,  the 
assunptions  used  in  the  cash  flow  analysis  should  be  the  same  as  those 
used  for  the  valuation. 

1.  Rates  of  salary  increases  due  to  promotion,  seniority,  and 
productivity  should  be  established  to  reflect  the  increments 
that  could  be  expected  on  a  best  estimate  basis  in  the  future. 

2.  Rates  of  inflation  (or  general  salary  increase).  It  is  sug- 
gested that  the  inflation  assumptions  parallel  or  at  least  be 
related  to  the  interest  assumptions  discussed  below. 
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3.  Interest  assunptions  should  reflect  realistic  estimates  of  the 
actual  expected  rates  of  return  for  the  next  10  years.  The 
rate  of  interest  should  be  established  for  each  year  of  the 
period  on  a  best  estimate  basis  reflecting  not  only  the  yields 
on  existing  investments,  but  the  prospective  yields  for  new 
investments,  as  well  as  allowing  for  any  expected  changes  in 
investment  philosophy. 

4.  The  growth  rates  in  the  Year's  Maximum  Pensionable  Earnings 
under  tlie  CPP  should  follow  tlie  terms  set  out  in  the  CPP  Act. 
For  the  period  after  which  specified  increases  are  not  set 
out  in  the  act,  an  assumption  appropriate  to  the  general 
inflationary  conditions  should  be  used. 

It  will  also  be  necessary  to  introduce  a  stream  of  new  entrants  to 
the  plan.  This  new-entrant  population  should  be  realistic  and  related 
to  the  expected  onployment  climate.  A  profile  of  the  new  rnemfc)ers  should 
be  provided. 

It  would  be  helpful  to  have  estimates  at  three-year  intervals  from 
the  last  Ontario  Pension  Benefits  Act  triennial  valuation  of  possible 
changes  in  unfunded  liability  payments  such  as  experience  deficiencies. 
This  could  require  valuations  at  intervals  throughout  the  cash  flow 
period  using  the  cash  flow  projections  of  population  characteristics  and 
the  valuation  basis  that  would  be  used  for  the  reports  sent  to  the 
Pension  Conmission  of  Ontario. 

Timing 

Valuation  dates  as  \>ell  as  plan  year-ends  should  be  December  31  of 
each  year. 

The  actuarial  valuation  should  be  updated  annually.  It  would  be 
necessary  to  have  a  detailed  re-examination  of  the  demographic  assump- 
tions Cfily  for  the  years  in  viiich  a  regular  triennial  valuation  is  due. 

Four  copies  of  the  Annual  Valuation  should  be  forwarded  to  the 
Pension  Coordinator,  Civil  Service  Commission  within  fourteen  months 
frc«n  the  date  of  the  year  end.  He  will  ensure  that  copies  are  made 
available  to  the  Taxation  and  Fiscal  Policy  and  Finance  Policy  Branches 
of  the  Ministry  of  Treasury,   Economics  and  Intergovernmental  Affairs. 
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Appendix  C  -  Canadian  Institute  of  Actuaries:  Reccxnmendations  for 
Valuations  of  Pension  Plans  (June  8,  1980) 
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PART  1  -  INTRODUCTION 

The  Council  of  the  Canadian  Institute  of  Actuaries  has  approved  the 
following  recomiendations  for  conduct  of  a  member  (hereinafter  called 
"actuary")  performing  pension  plan  valuations. 

1.01  Types  of  plans  covered.  Except  vhere  otherwise  specifically 
excluded  below,  all  pension  plans,  including  plans  spon- 
sored directly  or  indirectly  by  government  or  government 
bodies  as  anployers  of  public  servants,  are  covered  by  these 
recanmendations . 

The  following  exclusions  apply: 

-  Plans  of  the  "defined  contributions"  type.  However,  the 
type  of  plan  variously  referred  to  as  "modified  money 
purchase"  or  "target  benefit"  or  "floor  plan"  falls  within 
the  scope  of  these  recanmendations. 

Plans  under  which  all  benefits  and  all  contingencies 
with  respect  thereto  are  underwritten  and  guaranteed 
by  a  company  licensed  to  conduct  annuity  business  in 
Canada.  In  all  other  cases  where  actuarial  values  are 
being  calculated  for  benefits  under  an  insurance  contract, 
these  recanmendations  will  apply. 

Social  security  programs,  such  as  the  Canada  Pension 
Plan,  the  Quebec  Pension  Plan,  or  the  Old  Age  Security 
benefits.  If,  however,  an  actuary  is  called  upon  to  value 
the  benefits  under  one  of  these  plans,  he  should  be  guided 
by  the  principles  underlying  these  recommendations  to  the 
extent  applicable. 

1.02  Changes .  These  recanmendations  reflect  the  present  state  of 
actuarial  and  pension  practice.  The  institute's  policy  is  to 
change  the  recanmendations  fran  time  to  time  to  take  account 
of  advances  in  actuarial  science  and  the  evolution  and  the 
changes  in  the  environment  of  pension  practice.  To  that  end, 
the  Pension  Standards  Coranittee  shall  actively  seek  changes  in 
the  recanmendations  and  propose  them  to  council. 

1.03  ^proximations .  In  certain  situations  it  may  not  be  practi- 
cable for  tl:ie  actuary  to  carry  out  a  valuation  in  as  rigorous 
a  manner  as  he  would  ideally  like.  In  such  circumstances  he 
may  make  appropriate  approximations  provided  they  do  not 
materially  affect  the  results.  He  should  satisfy  himself 
that  such  approximations  do  not  infringe  on  the  general 
requirements  of  these  recommendations. 
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1.04  Materiality.  A  difference  is  material  if  it  is  significant  to 
a  user  of  the  valuation  report.  The  actuary  should  choose  a 
standard  of  materiality  which  will  reasonably  satisfy  each 
normal  user  of  the  valuation  report. 

1.05  Documentation .  Ihe  actuary  may  be  called  upon  to  justify  his 
work.  He  should  tlierefore  be  prepared  to  provide  documenta- 
tion supporting  tlie  rationale  for  his  decisions  in  the  context 
of  these  recommendations. 


PART  2  -  DATA 

2.01  Obtaining  data.  Ihe  actuary  should  provide  suitable  instruc- 
tions to  tlie  enployer  or  to  the  source  providing  the  data  so 
that  when  received  they  will  be  sufficient  and  reliable  for 
the  purposes  of  the  valuation.  The  actuary  should  obtain 
confirmation  from  his  source  of  data  that  they  are  complete 
and  accurate  or  a  description  of  the  extent  to  which  they  are 
not. 

2.02  Establishment  of  check  procedures.  The  actuary  should  estab- 
lish suitable  check  procedures  to  test  the  validity  of  the 
data  which  form  the  basis  for  the  valuation  of  assets  and 
liabilities. 

2.03  Plan  provisions.  Ihe  actuary  should  obtain  plan  documents  and 
other  information  to  deterrmine  the  plan  provisions  suffi- 
ciently accurate  for  the  purpose  of  the  valuation.  The 
valuation  should  be  based  on  the  current  plan  provisions 
except  when  the  valuation  is  to  include  the  financial  effect 
of  proposed  plan  changes.  A  brief  summary  of  the  provisions, 
as  valued,  should  be  included  in  the  valuation  report. 

2.04  Disclosure  of  data  source  and  checks.  Ihe  actuary's  valuation 
report  should  mention  the  date  as  of  which  the  data  were 
compiled,  the  sources  of  the  data,  any  assumptions  made  with 
respect  to  unavailable  information  and  should  state  that  tests 
of  validity,  deemed  suitable  by  him,  were  carried  out.  A 
summary  of  the  statistics  pertaining  to  the  group,  brdcen  down 
according  to  significant  categories  should  also  be  included  in 
the  valuation  report. 


PART  3  -  ACTUARIAL  ASSUMPTIONS 

3.01  ;^propriateness .  The  actuarial  assumptions  selected  should 
reflect  the  actuary's  judgment  of  future  events  affecting  the 
related  actuarial  value.  They  should  take  into  account  the 
actual  experience  of  the  covered  group  to  the  extent  that 
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information  is  available  and  applicable,  but  in  recognition 
of  the  nature  of  a  pension  plan,  they  should  also  reflect 
expected  long-term  trends  rather  than  give  undue  weight  to 
recent  past  experience.  The  actuary  may  take  into  account 
general  or  specific  information  available  from  other  sources, 
including  tlie  plan  sponsor,  plan  administrator,  investment 
managers,   accountants,   and  econa^iists. 

3.02  Relationship  between  assumptions.  The  actuary  should  give 
independent  consideration  to  the  reasonableness  of  each  actu- 
arial assumption.  He  should  ensure  that  the  assumptions  used 
by  him  are,  as  a  whole,  consistent  and  reasonable.  Bearing  in 
mind  the  interrelationship  of  the  actuarial  assumptions, 
the  actuary  may  wish  to  use  one  or  more  assumptions  that  he 
does  not  consider  independently  reasonable.  In  such  a  case, 
the  actuary  may  make  compensating  adjustments  in  related 
assumptions,  to  generate  results  which  are  similar  to  those 
which  would  follow  from  a  set  of  assumptions,  each  of  which 
is  independently  reasonable.  The  actuary  should  disclose 
the  nature  of  the  compensating  adjustments  in  the  valuation 
report. 

3.03  Selecting  assumptions.  The  actuary  should  irake  an  assumption 
about  every  contingency  occurring  after  the  valuation  date 
which  materially  affects  the  valuation  results.  This  includes 
a  conscious  decision  to  ignore  a  given  contingency  where  this 
is  appropriate. 

The  following  list,  ^^*^ich  is  not  exhaustive,  includes  typical 
factors  about  vhich  assumptions  may  be  necessary. 

a)  Econcmic  assumptions 

(i)  investment  return 

(ii)  salary  increases 

(iii)  development  of  government  plans 

(iv)  post-retirement  pension  adjustments 

b)  Decremental  assumptions 

(i)    incidence  of  normal,  early  and  deferred  retirement 
(ii)   disability  and  disability  recovery 
(iii)  voluntary  and  involuntary  termination 
(iv)   mortality,  before  and  after  retireiaent  or 
disability 

c)  Other  assumptions 

(i)    family  oanposition 
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(ii)   marriage:  marital  status  at  termination,  death, 
retirement;  age  differences  between  spouses; 
remarriage  and  divorce  rates 
(iii)  the  level  of  administrative  expenses 
(iv)   election  of  optional  forms  of  benefits 
(v)    number  of  liours  worked  by  liourly-paid  employees 
(vi)   the  current  composition  base  upon  which  the  salary 

increases  are  to  apply 
(vii)  future  new  entrants  to  tlie  plan 

In  tJie  choice  of  economic  factors  the  actuary  should  have 
regard  to  their  interrelationship,  as  demonstrated  by  past 
experience  as  well  as  by  econo-.iic  theories.  For  example,  one 
approach  is  to  assume  that  tlie  economic  factors  may  be  broken 
down  into  tlieir  basic  components  as  in  the  model  shown  in  the 
appendix. 

3.04  Plan  changes.  The  actuary  should  give  careful  consideration 
to  any  change  in  plan  design  v^iich  itay  significantly  alter  tlie 
level  and  trend  of  expected  future  experience. 

3.05  Disclosure  of  assunptions.  The  valuation  report  should  con- 
tain a  description  of  the  assumptions  that  were  used  in 
the  valuation.  If  an  assumption  has  not  been  made  about  a 
contingency  which  could  materially  affect  the  valuation,  the 
description  should  include  a  reference  to  such  contingency. 
In  the  report  the  actuary  should  disclose  any  clianges  made  to 
the  assumptions  since  the  last  valuation  and  should  indicate 
the  effect  of  the  changes. 


PART  4  -  ACTUARIAL  METHODS 

4.01  Choosing  the  method.  The  choice  of  the  actuarial  method  to  be 
used  for  a  valuation  will  depend  on  the  purpose  and  circum- 
stances of  the  valuation.  Such  purposes  rray  encompass: 

-  the  funding  of  the  plan  for  the  purpose  of  setting  aside 
assets  to  provide  for  the  benefits  in  advance  of  their 
actual  payment; 

-  the  accounting  for  the  costs  of  the  plan  for  tlie  purpose  of 
properly  allocating  the  costs  between  succeeding  genera- 
tions. This  represents  the  costs  to  be  charged  against  the 
current  oj^erations  of  the  plan  sponsor; 

-  the  allocation  or  distribution  of  assets  of  the  plan  on 
plan  wind-up,  canpany  merger,  or  spinoff; 
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-  the  determination  of  the  value  of  benefits  under  the  plan. 
This  may  be  required  for  the  purpose  of  comparison  of 
compensation  packages. 

4.02      Funding  of  the  plan 

a)  Selection  of  the  actuarial  method  for  funding.  One  of 
the  fundamental  purposes  of  funding  is  to  provide  security 
of  benefits  provided  under  the  terms  of  the  plan  with 
respect  to  service  that  has  already  been  rendered,  without 
further  recourse  to  the  assets  of  the  plan  sponsor.  In 
formulating  his  reconmendations  as  to: 

-  the  choice  of  the  actuarial  method  for  funding  and 

-  the  resulting  level  of  funding, 

the  actuary  should  bear  this  fundamental  purpose  in 
mind  in  the  interests  of  all  plan  participants.  This 
would  normally  entail  projection  of  salaries  through  to 
retirement  in  the  case  of  a  final  or  best  average  pay  plan 
and  a  projection  of  post-retirement  adjustments  in  a  plan 
which  contains  a  specific  provision  for  post- retirement 
adjustment  of  pension. 

The  other  factors  which  will  influence  the  actuary's 
reconmendations  include  the  following: 

-  the  value  of  benefits  provided; 

-  the  desired  stability  of  future  contribution  levels; 

-  the  future  expansion/contraction  plans  of  the  anployer; 

-  collective  bargaining  considerations; 

-  possible  future  plan  changes; 

-  the  future  cash  flow  requirements  of  the  plan  and  of 
the  employer; 

-  alternative  uses  of  noney; 

-  tax  considerations; 

-  specific  statutory  requirements; 

-  the  profile  of  the  current  plan  membership  and  likely 
future  changes. 
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If  his  valuation  reveals  a  shortfall  or  excess  of  the 
value  of  the  assets,  the  actuary  should  recommend  an 
appropriate  period  for  the  amortization  of  such  shortfall 
or  excess. 

b)     Effect  of  the  selected  method (s) 

The  actuary  should  explain  to  the  plan  sponsor  the  effect 
of  the  selected  funding  method(s)  on  the  security  of  bene- 
fits and  the  stability  and  level  of  future  contribution 
rates.  The  actuary  should,  in  appropriate  circumstances, 
explain  the  possible  consequences  of  deficient  or  exces- 
sive funding. 

If  the  actuarial  method  used  for  funding  is  not  appro- 
priate for  the  accrual  of  pension  costs  as  described 
in  Section  4.04,  the  actuary  should  disclose  this  in 
his  report,  so  that  proper  provision  can  be  made  in  the 
accounts  of  tlie  plan  sponsor,  notwitlistanding  the  pace  of 
funding  selected. 

4.03  Accounting  for  the  costs.  Accounting  practices  require  that 
the  costs  of  the  plan  be  charged  to  the  current  operations  of 
the  plan  sponsor  in  a  manner  that  will  ensure  a  reasonable  and 
consistent  allocation  of  costs  between  succeeding  years  of 
operations  of  the  plan  sponsor.  Thus,  the  costs  will  be 
distributed  equitably  between  generations  of  shareholders, 
taxpayers,  owners,   etc.,   as  applicable. 

When  calculating  costs  for  accrual  purposes,  the  actuary 
should  use  an  actuarial  method  vvhich,  consistent  with  account- 
ing practices,  provides  for  the  allocation  of  costs  in  a 
gradual  manner  over  the  working  lifetimes  of  the  plan  member- 
ship. Two  examples  of  the  implication  of  this  requirement  are 
given  below: 

a)  In  a  final  or  best  average  pay  plan,  salaries  should  be 
projected   through  to  retirement. 

b)  In  a  plan  which  contains  a  specific  provision  for  post- 
retirement  adjustment  of  pension,  a  projection  of  such 
adjustment  should  also  be  nade. 

Other  cases  should  be  dealt  with  in  a  nanner  consistent  with 
these  examples. 

4.04  Allocation  or  distribution  of  assets.  In  the  case  of  plan 
wind-ups  tlie  actuarial  valuation  perforraed  in  order  to  deter- 
mine the  allocation  of  assets  will  normally  entail: 
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calculation  of  the  actuarial  value  of  the  benefits  accrued 
in  accordance  with  the  plan  provisions  as  of  tlie  valuation 
date; 

if  the  assets  are  insufficient,  allocation  of  priorities 
for  the  various  benefits  in  accordance  with  the  plan 
provisions,  subject  to  any  overriding  legal  requirements; 

if  the  assets  are  irore  than  sufficient,  the  disposal  of 
the  surplus  in  accordance  with  tlie  plan  provisions,  or  in 
absence  of  specific  plan  provisions,  in  accordance  with 
the  instructions  of  the  plan  sponsor,  subject  to  any- 
overriding  legal  requireraents. 

When  advising  on  the  allocation  of  plan  assets  in  the  event  of 
a  plan  reorganization  or  sale  or  purchase  or  reorganization  of 
the  plan  sponsor,  the  actuary  should  pay  particular  attention 
to: 

the  financial  position  of  the  plan  as  if  it  were  being 
wound  up,  as  v^ell  as  on  an  ongoing  basis; 

-  the  equity  of  various  employee  groups; 

any  agreement  or  understanding  reached  between  the  parties 
to  the  sale/purchase/reorganization. 

4.05  Determination  of  values  of  benefits.  Any  comparison  of  values 
of  benefits  should  have  regard  to  the  following: 

-  the  comparison  with  respect  to  each  element  of  benefit 
will  usually  be  made  on  the  basis  of  the  same  funding 
method  and,  unless  the  actuary  otherwise  deems  it  appro- 
priate because  of  the  particular  circumstances  of  the 
situation,  tiie  same  actuarial  assumptions; 

the  actuary  should  ensure  that  any  differences  due  to  the 
profile  of  the  groups  of  employees  involved  do  not  bias 
his  comparisons  (if  more  than  one  group  of  employees  is 
involved ) ; 

-  when  comparing  different  types  of  plans,  the  actuary 
should  ensure  that  tlie  comparisons  are  not  distorted. 

4.06  Disclosure  of  actuarial  methods.  The  valuation  report  should 
contain  a  description  of  tlie  actuarial  methods  in  sufficient 
detail  to  make  it  understandable  to  another  actuary.  In  the 
report  the  actuary  should  disclose  any  changes  made  to  the 
actuarial  methods  since  the  last  valuation  and  should  indicate 
the  effect  of  the  changes. 


168 


PART  5  -  ASSET  VALUATION  METHODS 

5.01  Selection  of  the  asset  valuation  methcxj.     The  valuation  of   the 

assets  and  tlie  valuation  of  die  liabilities  are  interdependent 
and  one  cannot  be  considered  in  isolation  from  tJie  oUier.  TOie 
asset  valuation  metJiod  selected  by  tJie  actuary  slxsuld  be  such 
that  it  will  produce  a  value  of  the  plan's  assets  (cash, 
investments,   and  other  property)  which: 

is  consistent  with  the  economic  assumptions  used  for  the 
calculation  of  the  related  actuarial  value  of  benefits; 
and 

provides  an  objective  recognition  of  the  long-term  value 
in  the  context  of  the  economic  assumptions  selected.  This 
may  require  the  removal  of  tJie  effects  of  the  short-term 
volatility  of  asset  values. 

The  actuary  should  bear  in  mind  the  current  market  value 
of  the  assets  and  the  past  trend  of  market  values  to  the 
extent  tJiat  he  has  reflected  Uiese  in  selecting  the  economic 
assumptions. 

The  selection  of  consistent  assumptions  may  be  achieved  either 
by  considering  assets,  other  tlian  cash,  as  being  represented 
by  a  series  of  future  payments  into  the  fund  just  as  the 
liabilities  represent  a  series  of  future  payments  out  of  the 
fund,  or  by  discounting  the  liabilities  using  interest  rates 
which  reflect  in  a  ireaningful  vvay  tlie  expected  future  yield  of 
the  assets  and  their  re- investment,  or  by  any  other  suitable 
method. 

In  the  case  of  plan  termination,  merger,  spin-off,  etc.,  \^^ere 
the  benefits  have  been  valued  at  current  market  value,  the  use 
of  market  value  of  the  assets  would  normally  be  desirable. 

An  asset  valuation  method  may  involve  the  direct  discounting 
of  the  expected  investment  income  from  all  or  some  of  the 
assets.  In  such  cases  the  actuary  should  give  consideration 
to  the  differences  in  types  of  assets  and  the  concomitant 
differences  in  their  risk  characteristics,  their  outstanding 
terms  and  reinvestment  rates.  The  discounting  rate  used 
should  be  consistent  with  the  economic  assumptions  used  for 
the  actuarial  value  of  the  benefits.  For  example,  if  a 
single  rate  of  return  is  being  used  for  tJie  value  of  benefits 
(as  an  aggregate  of  a  select  rate  for  the  next  few  years 
and  an  ultimate  rate  thereafter),  the  same  rate  may  not  be 
appropriate  for  the  discounting  of  the  expected  investment 
inccme  from  tlie  assets,   bearing   in  mind   that  the  average   term 
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of  assets  will  normally  be  shorter  than  the  average  term  of 
benefit  payments  in  most  plans. 

5.02  Disclosure  of  asset  valuation  method.  The  valuation  report 
should  contain  a  clear  statement  of  the  asset  valuation 
method.  For  ccmparison  purposes,  the  current  book  and  market 
values  of  assets,  if  available,  should  also  be  reported.  In 
the  report,  the  actuary  should  disclose  any  changes  made  to 
asset  valuation  methods  since  the  last  valuation  and  should 
indicate  the  effect  of  the  changes. 


PART  6  -  CONTINGENCY  MARGINS  AND  RESERVES 

6.01  Contingency  margins  and  reserves.  The  actuary  may  introduce 
reasonable  contingency  margins  and  reserves  in  the  valuation 
of  a  pension  plan.  For  example: 

if  discrepancies  revealed  through  the  checks  performed  on 
the  data  received  are  not  resolved  and,  as  a  result,  he 
does  not  have  complete  confidence  in  the  data  supplied,  he 
may  set  up  a  specific  contingency  reserve; 

in  making  an  assumption,  the  actuary  may  find  it  appro- 
priate to  introduce  an  element  of  caution,  bearing  in 
mind  the  degree  of  uncertainty  in  assumptions  and  the 
potential  for  adverse  fluctuation  regarding  both  assets 
and  liabilities.  In  deciding  the  size  of  margins  against 
the  effect  of  adverse  fluctuations  in  the  experience ,  the 
actuary  may  take  into  account  tlie  size  of  the  plan,  the 
financial  strength  of  the  plan  sponsor,  and  the  nature  of 
the  plan's  benefits.  Any  provision  against  adverse 
deviations  may  be  in  the  form  of  an  explicit  contingency 
reserve; 

the  actuary  may  provide  for  margins  or  contingency  re- 
serves in  anticipation  of  expected  benefit  improvements. 
Such  provision  may  be  in  the  form  of  an  explicit  contin- 
gency reserve. 

6.02  Disclosure  of  contingency  margins  and  reserves.  The  valuation 
report  should  contain  a  description  of  the  nature  of  any 
material  contingency  margin  or  reserve  which  the  actuary 
has  provided  for  -  whether  set  up  as  an  explicit  reserve  or 
implicitly  through  conservative  assumptions  or  methods.  In 
the  report  the  actuary  should  also  disclose  the  approximate 
overall  financial  impact  of  these  margins  and  reserves  and  any 
changes  made  since  the  last  valuation. 
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PART  7  -  REPORTING 

7.01  Report  contents.  The  report  on  the  valuation  of  a  pension 
plan  prepared  by  an  actuary  should  contain  information  which 
will  be  sufficient  to  permit  another  actuary  to  make  an 
objective  appraisal  of  the  valuation. 

In  aidition  to  the  items  set  out  in  Parts  1  through  6  of  these 
recommendations  every  report  should  contain: 

the  name  and  signature  of  the  actuary  directing  the  report 
and  his  professional  affiliation; 

-  the  name  of  the  person  or  firm  retaining  the  actuary  for 
the  report,  and  the  purpose  which  the  report  is  intended 
to  serve; 

the  effective  date  of  tlie  valuation; 

a  summary  of  the  valuation  results  in  sufficient  detail  to 
satisfy  the  purixjse  of  the  valuation; 

the  actuary's  statements  of  cpinion  (described  hereafter) 
as  regards  the  data,  the  actuarial  assumptions,  and  the 
actuarial  method  upon  which  the  valuation  is  based. 

7.02  Data  statement.  The  actuary  should  state  that  in  his  opinion 
the  data  on  v^ich  his  valuation  is  based  are  sufficient  and 
reliable  for  tlie  purpose  of  the  valuation.  The  actuary  can  so 
state  provided  that: 

he  has  had  an  adequate  response  to  his  request  for  the 
data  and  information  that  he  considers  sufficient  and 
reliable  for  the  valuation; 

he  has  performed  such  tests  as  he  considered  necessary  in 
the  circumstances;  and 

his  tests  have  satisfactory  results. 

If  the  actuary  cannot  make  such  statement,  he  should  disclose 
the  reasons  in  the  valuation  report. 

7.03  Statement  as  to  assunptions.  The  actuary  should  state  that, 
in  his  opinion,  his  assumptions  are  "adequate  and  appropriate" 
for  the  purposes  of  the  valuation.  In  the  context  of  pension 
plan  valuations: 

the  word  "adequate"  should  be  interpreted  as  meaning 
"fully  sufficient  in  view  of  the  circumstances  of  the  plan 
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and  the  actuary's  judgment  regarding  the  future  course  of 
events,"  but  should  not  be  interpreted  as  precluding  some 
degree  of  conservatism;  and 

the  w3rd  "appropriate"  should  be  interpreted  as  meaning 
"suitable  in  view  of  the  circumstances  of  the  plan  and  the 
purpose  of  the  valuation." 

He  should  indicate  that,  nonetheless,  emerging  experience 
differing  frc»n  the  assumptions  will  result  in  gains  or  losses 
which  will  be  revealed  in  future  valuations.  In  the  case  of  a 
second  or  subsequent  valuation,  the  valuation  report  should 
include  a  reconciliation  of  the  valuation  results  and  identify 
the  sources  of  experience  gains  and  losses  since  the  last 
valuation,  to  the  extent  reasonable  in  the  context  of  the 
purpose  of  the  valuation  and  the  number  of  participants  in  the 
plan. 

7.04  Statement  as  to  methods.  The  actuary  should  state  that, 
in  his  opinion,  the  methods  employed  in  his  valuation  "are 
consistent  with  sound  actuarial  principles"  for  tlie  purpose  of 
the  valuation.  The  actuary  can  so  state  provided  that  his 
actuarial  method  for  the  valuation  of  plan  benefits  and  his 
asset  valuation  method  are  consistent  with  each  other  in  the 
context  of  the  actuarial  assumptions  used  for  the  valuation, 
and  they  canply  with  the  reconmendations  contained  herein. 

7.05  Statement  as  to  conformation.  The  actuary  should  state  that 
the  report  has  been  prepared,  and  his  opinions  given,  in 
accordance  with  generally  accepted  actuarial  principles .  The 
actuary  can  so  state  provided  he  has  followed  the  principles 
set  out  in  the  Institute  Guides,  Opinions  and  Recommendations. 
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Table  1 

Model  Showing  Basic  Components  of  Bcononic  Factors 


1                                                                                        1 

1                         Pre-retirement                    I 
1                                                        1 

Salary 

1 
Government  benefit  | 

Investment  return 

increase  rate 

increase  rate    I 

11. 

Real  interest  rate 

1.  Real  wage 
increase 

1. 

Real  wage       I 
increase        | 

12. 

Inflation 

2.  Inflation 

2. 

Inflation       | 

13. 

Performance  premiuni/ 

3.  Merit/ 

3. 

Catch-up  factor  I 

discount  (reflecting 

pronotional 

(e.g.,  the      I 

superior/inferior 

scale 

transitional     | 

asset  management) 

4.   Industry/ 
conpany 
adjustment 

12-1/2  %   annual   | 
increase  under   | 
the  Canada/Quebec  1 
Pension  Plan)    I 

1                                                           1 
1                          Post- retirement                     I 

1                                                           1 

1 

1    Investment  return 

1 

1 
Benefit  adjustment  I 

1 

11. 

Real  interest  rate 

1. 

Scale  of        1 
adjustment       | 

12. 

Inflation 

2. 

Inflation,       I 
real  wage       | 

13. 
1 

Performance 
premium/discount 
(reflecting 
superior/inferior 
asset  management) 

increases       I 
and/or  share  of   | 
productivity     I 
(depending  on  the| 
index  selected)   | 
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(1)   Paul  A.  Gewirtz  and  Robert  C.  Phillips,  "Unfunded  Pension 

Liabilities.. .The  New  %th."   Financial  Executive.   Toronto: 
Financial  Executives  Institute,  August  1978. 
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Legislative  History  of  Major  Ontario  Public  Sector  Pension  Plans 


This  history  of  the  five  major  public  sector  pension  plans  outlines 
selected  amendments  to  the  specific  acts  governing  the  plans.  Except 
for  tlie  Hospitals  of  Ontario  Pension  Plan,  each  plan  is  regulated  by 
its  own  legislation  in  addition  to  the  general  Pension  Benefits  Act. 
Although  it  is  often  suggested  tJiat  HOOPP  is  a  private  sector  plan  it  is 
treated  as  a  public  sector  plan  because  of  the  direct  relationship  of 
government  funding  of  health  care.  The  hospitals'  obligation  to  make 
pension  payments  ultimately  becomes  an  Ontario  government  responsi- 
bility.    Therefore  the  plan  is  dealt  witli  as  part  of  the  public  sector. 


PUBLIC  SERVICE  SUPERANNUATION 

The  original  plan(l)  was  compulsory  for  full-time  employees, 
although  provision  was  made  for  anployees  who  were  temporary  prior  to 
November  1,  1920,  and  subsequently  moved  to  permanent  positions,  to 
contribute  from  November  1,  1920.  Those  employed  on  a  temporary  basis 
after  that  date  but  subsequently  transferred  to  a  full-time  position, 
could  elect  within  one  montli  to  contribute  for  the  period  of  temporary 
employment. 

A  pension  was  payable  on  retirement  at  age  70  with  10  years'  con- 
tinuous service  or  after  10  years  of  continuous  service  if  termination 
resulted  fron  other  than  misconduct,  and  on  an  optional  basis  at  age  65 
after  30  years  of  service.  Otherwise,  contributions  v^ere  returned  with 
interest  at  5  per  cent  per  annum.  The  pension  was  calculated  as  2  per 
cent  of  the  average  of  the  last  three  years'  salary  multiplied  by  the 
years  of  service  (to  a  maximum  of  30)  with  a  maximum  pension  of  $2,000 
per  year.  A  retroactive  amendment  in  the  1924  legislation  set  a  miniinum 
benefit  of  $360  per  year. (2)  For  onployees  over  retirement  age  when  the 
plan  began  who  retired  subsequently,  the  annual  payment  was  one-half 
their  last  annual  salary,  to  the  $2,000  yearly  maximum.  For  an  employee 
reaching  retirement  age  before  completing  10  years'  service,  the  payment 
was  one-tenth  of  annual  salary  for  each  year  of  service,  still  subject 
to  the  $2,000  annual  benefit  maximura. 

Contributions  that  were  made  by  payroll  deduction,  beginning  in 
November  1920,  were  based  on  the  age  of  the  contributors  and  ranged 
fron  2-1/2  per  cent  for  those  under  age  21  to  5  per  cent  for  those  45 
years  and  over.  (3)  Contributions  were  matched  by  the  employer  from 
Consolidated  Revenues. 

Death  benefits  were  payable  to  widows  and  children  only,  though  the 
widow  had  to  be  over  age  50  and  have  married  the  employee  before  he 
reached  age  60.  For  members  having  10  years  of  continuous  service,  the 
death  benefit  paid  was  one-half   of    the   accrued   pension;    if    the  widow 
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died  or  ranarried  the  allcwance  went  to  any  children  under  age  18.   If 
there  were  no  widow  or  children  the  benefit  was  the  greater  of 

a)  a  lunp  sum  not  to  exceed  one  year's  salary  at  the  rate  of  the 
average  of  the  last  three  years'  salary;  or 

b)  a  return  of  the  arployee's  contributions  with  interest  at  5  per 
cent  compounded  annually. 

In  cases  of  death  before  oonpleting  10  years'  service,  a  lump-sum 
payment  of  the  eiployee's  contributions  with  5  per  cent  annual  interest 
would  be  paid.  When  a  pensioner  died  before  receiving  an  amount  equal 
to  one  year's  salary,  his  representative  received  either  the  balance,  or 
the  actual  contributions  made  plus  interest  at  5  per  cent  less  pension 
payments.  If  the  deceased  left  a  widow  and  children  the  payment  was  50 
per  cent  of  the  pension  being  paid  to  the  widow  for  her  lifetime  or 
until  she  remarried,  and  then  to  the  children  until  age  18. 

Retirement  because  of  disability  earned  a  pension  considered  to  be 
and  computed  as  a  superannuation  allcwance. 

The  fund  was  the  responsibility  of  the  Treasurer  of  Ontario  and 
earned  interest  at  the  rate  of  5  per  cent  per  annum.  Any  deficiency  was 
to  be  made  ip  fron  Consolidated  Revenues  until  such  time  as  the  fund 
was  solvent.  An  annual  statement  had  to  be  made  to  the  Legislature. 
Administrative  costs  were  covered  by  legislative  appropriation. 

A  board  was  set  up,  composed  of  the  President  of  the  Executive 
Council  who  acted  as  chairman,  the  Civil  Service  Commissioner  and  one 
representative  of  the  Ontario  Civil  Service  Association,  plus  one  member 
to  be  appointed  by  each  recognized  party  in  the  legislature.  The  board 
decided  on  the  entitlement  to  benefits. 

The  act  also  contained  a  provision  allowing  public  servants  who 
were  then  contributing  to  the  Teachers'  and  Inspectors'  Superannuation 
Fund  to  transfer  to  the  Public  Service  Superannuation  F\ind  if  they  so 
chose.  Further,  the  act  required  that  all  married  male  plan  members 
furnish  proof  of  life  insurance  with  a  reliable  canpany  for  an  amount  of 
not  less  than  $5,000. 

Benefits 

The  formula  of  2  per  cent  of  average  salary  in  the  last  three  years 
multiplied  by  years  of  service  (to  a  maximum  of  30)  persisted  until  the 
Public  Service  Act,  1947  took  effect,  with  Superannuation  forming  Part 
II  of  the  Act.  (4)  At  this  time  the  maximum  number  of  years  for  compu- 
tation was  raised  to  35,  the  maximum  payment  increased  from  $2,000  to 
$3,000,  and  the  minimum  was  set  at  $600  provided  that  amount  was  less 
than  70  per  cent  of  the  average  salary  during  the  last  three  years  of 
service.     The  following  year(5)    an  amendment  allowed   the  best   three 
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consecutive  years'  salary  to  be  used  rather  than  the  last  three.  In  the 
amendments  of  1960-61(6)  the  maximum  allowance  provision  was  repealed. 
In  1961-62(7)  the  basis  of  salary  for  calculation  was  changed  from  the 
three  highest  years  to  the  highest  consecutive  36-month  period.  With 
the  advent  of  the  Canada  Pension  Plan  in  1966  the  basis  changed  in  order 
to  provide  integrated  benefits,  with  provisions  for  grandfathering  in 
the  case  of  persons  employed  before  January  1,  1966.(8)  The  new  basis 
for  calculating  benefits  was  2  per  cent  of  the  average  annual  salary 
during  the  highest  consecutive  60  months  multiplied  by  the  years  of 
service  to  a  maximum  of  35  minus  .7  per  cent  of  salary  up  to  the  YMPE 
multiplied  by  tlie  years  of  contributory  service  after  January  1,  1966. 
No  reduction  occurred  for  persons  retiring  between  age  60  and  65  with  20 
years'  contributions  until  tliey  reached  age  65.  Nor  was  any  reduction 
made  for  disability  payments  for  tlx)se  retiring  before  1967  until  CPP 
disability  benefits  became  payable  in  1971.  Allowances  were  computed 
when  CPP  began  for  those  v*io  retired  before  being  eligible  for  it.  In 
other  cases  the  reduction  was  5  per  cent  per  year  for  each  year  under 
age  65  except  for  persons  with  credit  prior  to  January  1,  1966.  In 
1975(9)   the  minimum  allowance  of  $600  per  year  was  repealed. 

In  addition  to  the  normal  superannuation  benefits,  a  system  of 
conpensation  allowance  for  persons  "whose  services  have  been  dispensed 
with"  before  retirorient  age  was  introduced  in  1935,(10)  retroactive  to 
1934.  Based  on  a  combination  of  age  and  service,  the  allowance  was 
available  to  persons  age  45  with  25  years'  service,  age  50  with  20 
years'  service,  or  age  55  with  15  years'  service.  It  was  based  on  the 
average  yearly  salary  in  the  last  three  years,  but  was  not  to  exceed 
one-seventieth  the  annual  salary  multiplied  by  a  maximum  of  30  years  of 
service;  the  total  was  not  to  exceed  $1,500  per  year.  In  1947(11)  the 
maximum  was  set  at  $2,000  per  year,  to  be  based  on  a  service  maximum  of 
35  years.  In  1953(12)  an  amendment  provided  that  all  employees  under 
age  60  who  were  dismissed  could  receive  compensation  allowances,  on  a 
sliding  scale  based  on  age.  In  1955  the  age  was  raised  to  65.(13)  In 
1958(14)   the  provision  for  such  allowances  was  repealed. 

In  1975,  through  the  Superannuation  Adjustment  Benefits  Act, 
S.O.  1975,  c.  82,  benefits  were  indexed  to  the  Consumer  Price  Index  to  a 
maximum  of  8  per  cent. 

Eligibility 

The  original  definition  of  "employee"  in  the  1920  legislation  was 
amended  in  1924(15)  to  extend  the  definition  retroactive  to  1922  to 
include  sheriffs  of  districts  or  counties,  whether  paid  a  salary  or  a 
fee.  Also,  staff  of  any  board  or  commission  of  the  government  were 
included.  In  1933(16)  the  meaning  of  employee  was  clarified  to  exclude 
anyone  hired  who  could  not  serve  10  full  years  before  retirement.  In 
1937  the  period  was  raised  to  15  years  before  age  70.(17)  In  1941 
magistrates  were  deemed  to  be  employees  if  they  were  under  age  55  on 
January  1,   1941,  were  appointed  after  tliat  date  and  were   under   age  55, 
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or  could  serve  15  years  before  retirement. (18)  In  1948(19)  sane  jailers 
and  jail  onployees  were  covered,  with  provision  for  back  payment.  The 
act  also  applied  to  deputy  magistrates  and  full-time  judges  or  deputy 
judges  of  family  or  juvenile  courts.  Amendments  in  1952-53(20)  extended 
coverage  to  County  Registrars  of  Deeds  and  their  full-time  permanent 
employees.  In  1955(21)  Magistrates'  full-time  court  staff  became  eli- 
gible. In  May  of  1956  married  women  were  allowed  to  contribute.  In 
1962  it  was  provided  that  jailers  and  jail  employees  appointed  after 
August  1  would  not  be  covered. (22)  Fran  1971(23)  the  act  applied  to  the 
permanent  staff  and  the  full-time  probationary  staff  of  any  board, 
coTunission,  or  foundation  established  under  any  act  of  the  legislature 
that  is  designated  by  the  Lieutenant-Governor  in  Council  and  to  any 
full-time  employees  in  designated  positions  v^ose  request  for  coverage 
is  approved  by  the  Lieutenant-Governor  in  Council. 

Contributions 

The  sliding  scale  of  percentages  based  on  the  age  of  contributors 
persisted  until  1936  when  a  rate  of  4  per  cent  of  salary  was  fixed  for 
all  members.  (24)  Beginning  on  March  1,  1948  the  rate  depended  on  the 
level  of  salary  and  length  of  service.  For  persons  whose  continuous 
service  began  before  March  1,  1948  the  rate  remained  at  4  per  cent;  for 
those  beginning  on  or  after  that  date  the  rate  was  set  at  5  per  cent  for 
persons  earning  less  than  $1,500  per  annum,  and  6  per  cent  for  those 
earning  $1,500  or  over.  (25)  In  1957(26)  the  rate  was  changed  to  6  per 
cent  of  salary  for  all  contributors.  In  1966,  v^en  the  Canada  Pension 
Plan  was  introduced,  the  contributions  v^re  integrated.  Frcm  that  time 
members  contributed  at  tlie  rate  of  6  per  cent  up  to  the  YBE,  4.2  per 
cent  between  the  YBE  and  the  YMPE,  and  6  per  cent  above  the  YMPE.  Mini- 
mum age  for  contributions  \rras  set  at  18,    in  line  with  the  CPP. 

The  employer  matched  onployees'  contributions  out  of  Consolidated 
Revenues  until  the  amendment  of  1974  v^ich  required  the  enployer  portion 
to  cane  fron  legislative  appropriation. (27) 

Employees'  contributions  are  subject  to  maximum  age  limitations; 
when  mandatory  retirement  at  age  70  was  legislated  in  1931,  it  was 
provided  that  superannuates  might  be  rehired  but  might  no  longer  con- 
tribute to  the  fund, (28)  though  further  service  could  be  counted  toward 
the  eventual  reinstated  pension.  In  1965(29)  it  was  provided  that 
contributions  should  cease  at  age  65  except  for  persons  who  had  been 
employed  and  were  over  age  50  on  March  1,  1948  who  were  permitted  to 
contribute  to  retirement  or  age  70  whichever  came  first;  persons  under 
age  50  and  employed  on  March  1,  1948  but  reappointed  when  over  age  65 
who  were  allowed  to  contribute  to  retirement;  those  age  70  or  with 
30  years'  continuous  service  whichever  was  earliest,  and  magistrates 
appointed  before  May  1,  1952  who  could  contribute  until  reaching  the 
retirement  age  for  magistrates  (age  75).  In  1966(30)  contributory  age 
was  rationalized  with  the  new  Canada  Pension  Plan,  and  contributions 
ceased  at  termination  of  anployment   in   the  public   service  or  age  70, 
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excluding  magistrates  appointed  before  July  1,  1941  who  were  under  the 
aegis  of  the  Magistrates'  Act  and  could  continue  to  contribute  until 
age  75.  However,  an  optional  cessation  of  contributions  over  age  65 
existed.  Any  employees  over  65  and  still  employed  on  July  8,  1966  were 
permitted  to  elect  within  six  months  to  contribute  beyond  age  65. 

Contributions  for  past  non-contributory  service,  such  as  temporary 
employment,  continued  to  be  permitted  by  legislation.  In  1946(31) 
persons  moving  to  a  permanent  position  were  permitted,  upon  notice  to 
the  board  within  three  months  of  appointment,  to  contribute  for  past 
continuous  temporary  service  plus  interest  at  3  per  cent  per  annum.  In 
1947(32)  the  provision  was  amended  to  allow  notice  to  be  given  within 
six  months  of  the  amendment's  coming  into  force  or  within  three  months 
of  appointment.  In  1956(33)  it  was  provided  that  the  election  to 
contribute  for  continuous  casual  service  had  to  be  made  by  December  1, 
1956  or  tliree  months  from  the  date  of  appointment,  whichever  was  later. 
Beginning  in  1957(34)  the  rate  of  contribution  depended  on  the  date  of 
hire,  with  those  anployed  permanently  after  April  1,  1957  contributing  3 
per  cent  of  salary,  tlx^se  employed  before  April  1,  1957  paying  4  per 
cent  to  April  1,  1957  and  6  per  cent  thereafter,  or  6  per  cent  overall, 
with  payments  to  be  subject  to  interest  at  5  per  cent  per  annum.  Notice 
of  intent  to  contribute  was  to  be  given  before  March  31,  1959.  In 
1964(35)  the  provision  was  amended  to  allow  those  appointed  on  or  after 
April  1,  1964  to  contribute  with  interest  at  3  per  cent,  subject  to 
notice  of  intent  within  one  year  of  appointment.  For  those  a^xDinted  to 
permanent  positions  before  April  1,  1964  the  cption  renained  open  until 
Decanber  31,  1965  to  elect  to  pay,  with  interest  at  5  per  cent  per 
annum.  By  1971(36)  the  provision  was  widened  to  allow  contributions  for 
non-contributory  service  immediately  prior  to  appointment  to  be  made  any 
time  before  ceasing  to  be  an  employee. 

In  1974(37)  credit  for  military  service  allowed  for  back  contri- 
butions at  12  per  cent  of  salary  and  covered  military  service  in  World 
War  II  and  Korea.  In  1975(38)  coverage  was  widened  to  include  the 
merchant  marine. 

Pursuant  to  the  Superannuation  Adjustment  Benefits  Act,  an  addi- 
tional contribution  of  1  per  cent  by  the  employee  and  1  per  cent  by 
employer  is  paid  on  account  of  indexing. 

Vesting  and  Locking-in 

Although  statutory  vesting  and  the  locking-in  rule  of  age  45  and 
10  years'  service  was  not  in  effect  until  1965,  deferred  annuities  to 
terminating  employees  with  10  years'  service  have  been  available  under 
the  Public  Service  Superannuation  plan  since  1958.  Before  that  time  a 
return  of  contributions  was  provided  upon  termination  of  employment. 
The  original  act  that  provided  for  interest  at  5  per  cent  was  amended  in 
1933(39)  so  that  contributions  made  before  May  1,  1933  earned  5  per 
cent,  those  after  that  date  earned  3  per  cent.   However,  if  a  job  was 
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abolished  or  the  employee  was  disabled  or  reached  retiranent  age  before 
having  a  pension,  the  interest  earned  was  at  5  per  cent.  The  Public 
Service  Act  1947,  (Part  II) (40)  provided  a  return  of  contributions  only 
for  persons  employed  less  than  three  years,  otherwise  interest  was  at  3 
per  cent.  This  provision  was  also  applied  to  contributions  to  the 
Public  Service  Retirement  Fund  under  Part  III  of  the  Public  Service  Act 
in  1952.(41)  Beginning  in  1958(42)  annuities  wsre  payable  for  persons 
who  had  contributed  for  10  years  or  more,  provided  they  were  under  age 
50  when  continuous  service  began,   as  follows: 

-  those  ceasing  employment  before  age  65  received  a  deferred 
annuity  at  65; 

-  those  ceasing  einployment  after  age  65  earned  an  immediate 
annuity; 

-  those  ceasing  employment  after  age  50  but  before  age  60  received 
an  iiTunediate  annuity,  with  the  approval  of  the  Lieutenant- 
Governor  in  Council,  as  did  former  contributors  with  deferred 
annuities. 

The  annuity  was  the  accrued  pension  reduced  by  1  per  cent  per  year 
for  each  year  of  service  less  than  20. 

In  1960-61(43)  a  deferred  annuity  at  age  60  became  payable  for 
those  with  10  years'  contributions  who  ceased  enployment  before  age  60. 
The  maximum  age  50  for  service  was  repealed. 

In  1965(44)  benefits  were  locked-in  at  the  statutory  age  4  5  with 
10  years'  service.  Beginning  in  1966(45)  employees  who  entered  the 
public  service  on  or  after  January  1,  1966,  who  ceased  onployment  before 
age  65  after  10  or  more  years'  service,  earned  a  deferred  annuity  at 
age  65,  with  the  approval  of  the  Lieutenant-Governor  in  Council  an 
immediate  annuity  on  cessation  of  enployment  after  age  55.  Those  with 
deferred  annuities  might  convert  them  to  immediate  annuities  after  age 
55,  with  the  approval  of  the  Lieutenant-Governor  in  Council.  Anyone 
who  qualified  for  a  deferred  annuity  before  January  1,  1966  and  was  age 
50  or  more,  or  anyone  with  credits  before  January  1,  1966  who  ceased 
employment  after  age  50  but  before  age  60,  or  vho  had  a  deferred  annuity 
and  was  at  least  age  50,  earned  an  immediate  annuity,  with  the  approval 
of  the  Lieutenant-Governor  in  Council,  computed  as  of  December  31, 
1965.  Beginning  in  July  of  1966  unvested  contributions  were  returned 
with  interest  at  3  per  cent  per  annum  to  July  8,  1966  and  3  per  cent 
per  annum  compounded  semi-annually.  In  1975(46)  the  interest  rate 
was  increased  to  5  per  cent  per  annum  compounded  annually.  Current 
provisions  allow  for  a  vested  pension  after  10  years  of  contributory 
service  and  locking-in  at  age  45  with  10  years'  service,  in  vy*iich  case  a 
deferred  annuity  is  payable  at  age  65. 
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Portability 

Ihe  original  legislation  allowed  for  transfers  between  the  Teach- 
ers' and  Inspectors'  Superannuation  Fund  and  that  of  the  E\iblic  Service, 
provided  election  was  made  before  July  1,  1920.  The  option  continued 
under  tlie  1927  Act(47),  and  in  the  case  of  employees  appointed  after 
July  1,  1927  notice  was  required  within  30  days  of  hire.  The  provisions 
of  the  1937(48)  amendments  required  interest  to  be  paid  at  4-3/4  per 
cent  compounded  annually  on  any  transfers,  with  the  requirement  for 
notice  continuing  to  be  30  days.  In  1941(49)  provision  was  made  for 
transfers  to  the  pension  plan  of  the  Civil  Service  of  Canada.  Revisions 
in  1948(50)  allowed  for  transfers  to  the  civil  service  of  any  muni- 
cipality and  expanded  the  provisions  of  the  transfers  to  the  Teachers' 
Fund.  Persons  employed  after  March  1,  1948  could  elect  within  60  days 
to  transfer  credits;  those  employed  on  or  before  that  date  who  had 
withdrawn  contributions  could  reinstate  credits  with  interest  at  4-3/4 
per  cent  compounded  semi-annually.  But  any  credit  on  transfers  frcm  the 
Teachers'  Fund  could  not  exceed  18  years'  service  or  70  per  cent  of  the 
credit  in  the  Teachers'  Fund.  With  the  formation  of  the  Public  Service 
Retiranent  Fund  in  1951  the  right  to  transfers  continued,  and  credits 
were  transferable  between  the  Retirement  Fund  and  the  Superannuation 
Fund.  In  1953(51)  the  matter  of  teachers'  transfers  was  clarified 
to  allow  for  a  maximum  credit  of  20  years  of  service  and  70  per  cent 
of  credits  in  the  fund.  In  1960(52)  interest  on  the  transfers  from 
the  Retirenent  Fund  to  the  Superannuation  Fund  was  set  at  3  per  cent 
per  annum.  Amendments  in  1961(53)  included  transfers  to  any  province 
in  Canada  and  allowed  for  the  signing  of  reciprocal  agreements.  In 
1965(54)  credits  were  allowed  to  be  transferred  with  accumulated  in- 
terest and  election  was  required  within  60  days  of  appointment.  In 
1966(55)  credit  was  increased  to  100  per  cent  of  continuous  service  or 
70  per  cent  of  continuous  and  non-continuous  service  still  with  the 
20-year  maximum.  There  was  provision  for  retroactivity  upon  application 
in  writing. 

In  1970(56)  transfers  were  allowed  between  the  Public  Service  Fund 
and  any  Crown  Corporations  of  Canada  or  the  provinces.  In  1971(57) 
the  staffs  of  universities  and  colleges  were  added.  Amendments  of 
1974(58)  allowed  transferring  to  the  Canadian  Forces  and  chaplaincy 
service,  and  establishing  prior  service  with  approved  employers,  if 
double  contributions  plus  interest  were  paid.  In  addition,  transfers  to 
the  Teachers'  Fund  were  at  6  per  cent  interest  canpounded  annually.  In 
1975(59)  transfers  were  extended  to  the  staff  of  any  government-related 
agencies  or  public  institutions  assisted  by  monies  from  legislative 
appropriation  or  any  corporations  whose  controlling  interest  is  owned  by 
Ontario.  As  of  i^rch  31,  1978,  the  plan  had  reciprocal  agreements  with 
the  following  bodies: 


183 


Alberta  Civil  Service  Superannuation  Fund 

Anglican  Church  of  Canada  Pension  Fund (a) 

British  Columbia  Civil  Service  Superannuation  Fund 

Canada  Public  Service  Superannuation  Fund 

Canadian  Broadcasting  Corporation  Pension  Fund 

Central  Mortgage  and  Housing  Corporation  Pension  Fund 

Evangelical  Lutheran  Church  of  Canada  Pension  Fund (a) 

Hospital  for  Sick  Children  Employees  Pension  F\jnd 

Hospitals  of  Ontario  Pension  Flind 

McMaster  University  Pension  Fund 

Manitoba  Civil  Service  Superannuation  Fund 

New  Brunswick  Civil  Service  Superannuation  F\jnd 

Ontario  Hydro  Pension  Fund 

Ontario  Municipal  Employees  Retirement  System 

Ontario  Research  Foundation  Pension  Fund 

Ontario  Teachers'  Superannuation  F\and 

Prince  Edward  Island  Civil  Service  Superannuation  Fund 

Queen's  University  Pension  Fund 

Retirement  Pension  Plan  of  Colleges  of  Applied  Arts  and  Technology 

Saskatchewan  Civil  Service  Superannuation  Fund 

Saskatchewan  Power  Corporation 

Toronto  Western  Hospital  Employees  Pension  Fund 

Trent  University  Pension  Fund 

United  Church  of  Canada  Pension  Fund 

University  f  Guelph  Pension  FXind 

University  of  Ottawa  Pension  Fund 

University  of  Toronto  Pension  Fund 

Workmen's  Compensation  Board  Superannuation  Fund 

York  University  Pension  Fund 

a  /^plies  only  to  Ontario  public  service  chaplains. 

Retirement  Age 

The  original  provisions  of  the  legislation  allowed  for  retirement 
at  age  70  with  10  years'  service,  at  age  65  with  35  years'  service, 
or  for  disability  after  10  years'  service.  An  amendment  in  1924(60) 
retroactive  to  1923  allowed  for  a  superannuation  payment  upon  forced 
retirement,  other  than  for  misconduct,  after  25  years'  service.  In 
1928(61)  mandatory  retirement  was  legislated  for  persons  age  60  with  25 
years'  service,  and  in  1933(62)  an  optional  retirement  provision  of  age 
65  with  25  years  of  service  was  introduced.  The  1947  legislation(63 ) 
provided  for  a  pension  for  those  at  age  65  with  15  years'  service,  or 
at  60  with  25  years'  service;  for  those  over  age  55  at  the  time  of 
enactment,  or  at  age  70  with  15  years  of  contributions  (10  years  in  the 
case  of  someone  hired  before  June  25,  1937).  The  following  year (64) 
this  last  provision  was  amended  to  apply  to  persons  age  50  and  over  on 
March  1,  1948. 
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An  amendment  in  1961-62(65)  which  provided  for  a  pension  at  age  60 
with  20  years'  service  was  extended  in  1966(66)  to  age  65  with  10  years' 
contributions.  In  1971(67)  provision  was  made  for  a  pension  when  age 
and  service  totalled  90  for  those  retiring  after  November  1,  1971. 

These  provisions  are  in  effect  today. 

Survivor  Benefits 

/^rt  from  the  deatli  benefit  payable  under  the  1920  legislation, 
married  male  employees  were  required  to  submit  evidence  of  $5,000  life 
insurance.  The  amount  was  lowered  to  $2,000  in  the  1922(68)  amendments 
and  the  provision  repealed  in  1937.(69)  Fran  October  1,  1965  group  life 
insurance  covered  all  public  servants. 

The  survivor  benefit  provisions  were  amended  in  1928(70)  so  that  no 
pension  was  payable  either  to  a  widow  who  had  married  the  deceased 
after  his  superannuation  began,  or  to  any  of  her  children.  In  1933(71) 
provision  was  made  for  payment  of  the  accrued  allowance  or  a  return  of 
contributions  with  5  per  cent  interest  compounded  annually  in  case  of 
death  before  retirement  where  no  widow  or  children  survived.  Where 
deatli  occurred  after  retirement  but  before  one  full  year's  allowance 
was  received,  and  no  widow  or  children  survived,  the  amount  paid  to  a 
representative  of  the  deceased  was  the  balance  of  the  allowance  for 
the  year  or  the  difference  between  contributions  made  and  the  pension 
already  received.  In  1938(72)  provision  vss  made  for  contributions  to 
be  refunded  at  5  per  cent  annual  interest  or  for  such  interest  to  be 
added  to  contributions  in  cases  where  a  lump  sum  of  the  difference 
between  contributions  made  and  benefits  received  was  being  made  to 
the  estate.  In  the  1947  Act(73)  death  before  retirement  entitled  the 
personal  representative  of  the  deceased  to  a  lump-sum  payment  of  twice 
the  contributions  with  interest  at  3  per  cent  per  annum.  The  death  of  a 
pensioner  entailed  payment  of  contributions  with  interest  at  3  per  cent 
less  benefits  paid,  and  where  the  employee  or  pensioner  was  a  widow, 
her  children  under  age  18  were  entitled  to  benefits.  In  1958(74)  the 
survivor  benefit  to  a  widow  was  one-half  the  annuity  to  the  employee. 
If  no  widow  survived,  or  if  she  died  or  remarried,  the  allowance  was 
paid  to  any  child  under  age  18.  If  no  widow  or  children  survived,  a 
refund  of  contributions  at  3  per  cent  less  benefits  received  v«s  paid. 

Amendments  in  1960-61(75)  provided  for  payment  to  begin  on  the 
first  of  the  month  following  the  month  of  entitlement,  and  to  cease  on 
the  last  day  of  the  month  in  which  disentitlement  occurred,  rather  than 
beginning  on  the  day  after  entitlement,  as  provided  for  in  the  1920 
Act. 

Beginning  in  July  1966(76)  the  allowance  to  a  widow  or  children  was 
half  the  accrued  pension  to  age  65,  and  a  dependent  widower's  benefit 
was  payable  on  the  same  basis  if  the  irarriage  had  lasted  at  least  one 
year  at  the  time  of  the  anployee's  death.  Although  no  allowance  was 
paid   in  the  case  of  a  widow  who  married  the  pensioner  after   superannu- 


185 


ation  began,  a  refund  was  paid  of  twice  the  contributions  with  interest, 
less  pension  benefits  paid.  In  cases  of  death  before  eligibility  for 
CPP  survivor  benefits  (January  1,  1969),  the  pension  was  calculated  on 
the  old  formula,  otherwise  the  allowance  was  reduced  by  5  per  cent  per 
year  for  ages  less  than  65  to  a  maximum  of  50  per  cent.  Amendments  in 
1969(77)  recognized  the  common-law  widow  in  cases  of  co-habitation 
of  seven  years  if  there  was  a  hindrance  to  the  marriage,  or  in  cases 
where  the  couple  had  lived  together  for  a  number  of  years,  representing 
thenselves  as  husband  and  wife. 

In  1971(78)  payments  of  refunds  Oiere  no  pension  was  payable  be- 
cause service  was  under  10  years  v^re  extended  to  widowers.  In  1974(79) 
the  definition  of  a  dependent  child  was  enlarged  to  include  those  in 
school  or  university  full-time  up  to  age  25.  Amendments  in  1975(80) 
recognized  the  common-law  widcwer  and  reduced  the  requirement  in  both 
cases  to  12  months'  cohabitation.  In  cases  of  legal  separation  v^iere  a 
spouse  was  not  entitled  to  the  benefits,  children  of  the  marriage  were 
still  protected.  When  a  spouse  cannot  be  found,  the  board  may  direct 
that  ironies  go  to  children  or  the  estate. 

Disability  Benefits 

The  original  provision  in  cases  of  disability  allowed  for  a  super- 
annuation allowance  of  the  10  years  of  service.  In  1933(81)  an  amend- 
ment provided  for  a  refund  of  contributions  with  interest  at  5  per  cent 
per  annum  in  cases  of  retirement  for  ill  health  before  a  superannuation 
allowance  could  be  paid.  In  1947(82)  the  provision  of  10  years'  minimum 
service  was  reintroduced,  and  the  maximum  and  minimum  payments  of  $3,000 
and  $600  for  the  superannuation  payment  applied  to  disability  payments 
fran  all  sources.  The  allowance  was  payable  to  persons  retired  by  the 
Lieutenant-Governor  in  Council  if  the  board  found  them  incapable  of 
performing  their  work.  In  cases  of  recovery,  if  re-employment  was  not 
accepted  by  the  pensioner,  the  allowance  ceased.  If  the  allowance  paid 
was  less  than  contributions  made  by  the  pensioner,  the  balance  was 
refundable  in  a  luirp  sum  with  interest  at  3  per  cent  per  annum.  The 
1952(83)  amendments  required  10  years  of  service  and  provided  allowances 
to  persons  hired  more  than  15  years  before  retirement  age  who  were 
retired  because  of  ill  health.  Those  vAio  were  retired  for  incapacity, 
and  not  entitled  to  disability  allowances,  received  a  lump-sum  payment 
of  twice  the  eirployee  contributions  plus  interest  at  3  per  cent.  In 
1966(84)  the  age  restriction  was  lifted.  In  1969(85)  it  was  no  longer 
necessary  to  have  been  retired  from  service  by  tlie  Lieutenant-Governor 
in  Council.  In  1971(86),  in  cases  v^ere  re-employment  offers  were  not 
accepted  by  recovered  pensioners,  a  deferred  or  immediate  annuity  was 
payable.  Beginning  in  1974(87)  employees  qualifying  for  long-term 
disability  continued  to  accrue  superannuation  credits  v*iile  off  work. 
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Fund  Investments 

The  original  fund  was  supplemented  from  Consolidated  Revenues 
until  such  time  as  it  became  solvent.  Amendments  in  1931(88)  provided 
for  investment  of  the  fund  in  Ontario  bonds  or  guaranteed  securities 
earmarked  for  the  fund.  The  auditor  was  required  to  make  an  annual 
report.  In  1947(89)  it  was  required  that  the  report  be  tabled  in  the 
legislature  by  the  Treasurer  who  was  custodian  of  the  fund.  This 
act  also  provided  that  Consolidated  Revenues  pay  to  the  fund  5  per 
cent  per  annum  interest,  canpounded  annually  at  the  end  of  each  fiscal 
year  on  the  uninvested  balance  at  the  beginning  of  the  fiscal  year. 
Any  deficiency  in  the  fund  was  to  be  paid  from  Consolidated  Revenues. 
In  1951-52(90)  the  Public  Service  Retirement  Fund  was  established. 
Consolidated  Revenues  credited  3  per  cent  interest  on  the  balance,  and 
credits  were  transferable  to  the  Public  Service  Superannuation  Fund  and 
the  Teachers'  and  Inspectors'  Superannuation  Fund.  An  annual  audit 
continued  to  be  required  for  both  funds,  with  the  auditor's  reports 
and  the  annual  reports  tabled  by  the  Treasurer.  In  1965(91)  it  was  pro- 
vided that  interest  of  5  per  cent  per  annum  be  provided  by  Consolidated 
Revenues  for  any  unfunded  liability.  Ihe  Public  Service  Retirement  Fund 
was  repealed  as  of  April  1,  with  credits  transferred  to  the  Public 
Service  Superannuation  Fund.  Ihe  following  year(92)  the  interest  rate 
on  the  fund  was  set  at  3  per  cent  per  annum  canpounded  half-yearly.  In 
1974(93)  the  provision  for  payment  of  the  unfunded  liability  was  re- 
pealed. In  1975(94)  interest  was  set  at  5  per  cent  per  annum  canpounded 
annually,   unless  otherwise  stated. 

Plan  Administration 

The  plan  is  administered  tjy  the  Public  Service  Superannuation  Board 
which  was  established  at  the  time  the  legislation  was  passed.  There 
have  been  only  three  changes  to  its  composition  since  inception.  In 
1932(95)  the  legislation  provided  for  three  noembers  appointed  by  the 
Lieutenant-Governor  in  Council,  one  of  them  to  be  a  representative  of 
employees  in  the  Ontario  Civil  Service.  In  1959  the  board  was  expanded 
to  four  nembers(96):  the  Chairman  of  the  Civil  Service  Commission  was 
to  act  as  an  ex-officio  member  and  the  other  three  members,  one  of  whom 
was  to  be  a  representative  of  the  Civil  Service  Association  of  Ontario, 
were  to  be  appointed  by  the  Lieutenant-Governor  in  Council  who  also 
designated  one  of  them  to  act  as  Chairman  of  the  Board.  Lastly,  in 
1974(97)  the  board  was  to  comprise  four  members  to  be  appointed  by  the 
Lieutenant-Governor  in  Council,  one  of  them  to  be  a  representative  of 
the  Civil  Service  Conmission,  and  one  to  represent  the  Civil  Service 
Association  of  CSitario. 


TEACHERS'  SUPERANNUATION 

The  Teachers'  and  Inspectors'  Superannuation  Act  of  1917(98)  was 
the  basis  of  the  plan  in  existence  in  Ontario  today,  though  efforts  to 
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provide   pensions    for   teachers   predated    its   passage   by  more    than   50 
years.     Various  vehicles  were  used   to  this  end. 

The  legislation  of  1917  provided  for  compulsory  coverage  for 
those  QTiployed  as  teachers  and  inspectors.  "Employed"  was  defined  as 
follows: 

"Employed"   shall  mean  and   include: 

1.  Engaged  in  Ontario  in  teaching  in  a  public  school,  separate 
school,  continuation  school,  high  school,  collegiate  institute, 
provincial  normal  or  model  school,  a  school  to  which  the  Indus- 
trial Education  Act  applies,  a  faculty  of  education  approved 
by  the  minister,  and  including  its  attached  observation  and 
practice  school,  the  Ontario  School  for  tlie  Deaf  or  the  Ontario 
School   for  the  Blind; 

2.  Engaged  in  Ontario  as  an  inspector  of  public  sectors  by  a 
county  or  other  municipality; 

3.  Engaged  by  the  minister,  or  by  the  government,  as  an  inspector 
or  a  supervisor  of  any  grade  or  department  or  class  of  such 
schools,  or  as  Superintendent  of  Education,  or  as  any  other 
officer  designated  by  tlie  minister  as  being  engaged  in  work  in 
connection  with  the  administration  of  the  Ontario  Department 
of  Education  requiring  the  professional  qualifications  and 
experience  of  a  teacher. (99) 

Beginning  in  April  of  1917,  members  contributed  2-1/2  per  cent  of 
salary,  by  payroll  deduction,  an  amount  which  was  matched  by  a  grant 
fran  provincial  Consolidated  Revenues.  "Salary"  was  deemed  to  be  a 
minimum  of  $550  annually,  but  in  cases  where  it  was  less  than  this 
amount  the  maximum  and  minimum  pensions  payable  according  to  the  benefit 
formula  vere  prorated.  The  benefit  was  one-sixtieth  of  the  average 
salary  for  the  last  10  years  multiplied  by  tlie  number  of  full  years  of 
service.  The  service  requirement  for  a  full  pension  was  40  years. 
Minimum  payment  was  set  at  $20  per  year  of  service  and  the  maximum  was 
$1,000  per  year  unless  actual  contributions  would  have  bought  a  larger 
annuity  v\tien  calculated  according  to  Daninion  Government  Annuity  rates 
then  in  force.  In  such  cases  the  latter  amount  was  the  amount  of  the 
pension. 

Any  years  of  contributions  to  the  fund  v«re  counted  as  full  years 
for  benefit  purposes;  any  years  of  service  before  contributions  came 
into  effect  were  counted  as  half  years.  Pension  credits  already  exist- 
ing under  school  toards'  plans  could  be  transferred  to  the  new  plan  on 
an  actuarially-equivalent  basis.  The  earlier  fund  was  wiped  out  and  no 
further  contributions  were  to  be  made  to  it.  Service  also  included 
military  service  "in  defence  of  the  empire" (100)  including  nursing 
services.        A  reduced   pension  was   available   after  30   full  years   of 
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service  and  in  cases  of  invalidity  after  15  years'  service.  Although 
the  pension  was  terminated  in  cases  of  re-employment  after  retirement, 
further  service  credits  could  accrue.  The  death  benefit  was  a  simple 
return  of  contributions. 

A  coTunission,  established  to  administer  the  plan  and  approve  the 
benefits,  was  composed  of  three  members  appointed  by  the  minister,  one 
an  actuary,  and  two  members  elected  by  and  from  the  membership  of  the 
Ontario  Education  Association  \ho  were  contributors  to  the  fund.  The 
minister  designated  one  member  to  act  as  chairman  for  a  tliree-year 
term. 

An  actuarial  valuation  was  required  to  be  performed  on  January  1, 
1921  and  every  three  years  thereafter.  Legislation  also  stipulated  that 
if  the  fund  could  so  provide,  benefits  should  be  added  to  the  plan,  as 
follows: 

1.  a  return  of  contributions  upon  termination  after  at  least  five 
years'   service; 

2.  a  death  benefit  after  retirement  such  that  the  pension  payments 
already  made  plus  the  said  death  benefit  were  at  least  equal  to 
the  deceased's  contributions. 

The  legislation  has  been  amended  almost  every  year  since  its  pas- 
sage, and  in  many  cases  changes  were  made  by  amendments  to  the  Schools 
Act  which  ensured  consistency  in  matters  relating  to  the  education 
field. 

Benefits 

The  original  formula  in  the  1917  legislation  was  one-sixtieth  of 
average  salary  in  the  last  10  years  multiplied  by  the  number  of  full 
years  of  service  -  40  years  being  deemed  "full"  pension.  In  1920  an 
amendment  through  the  Schools  Act(lOl)  added  a  provision  of  an  extra  $1 
for  teachers  or  inspectors  having  first  or  second  class  provincial  cer- 
tificates, or  first  class  country  board  certificates,  and  for  principals 
of  high  schools  or  collegiate  institutes.  A  furtlier  amendment  by  means 
of  the  school  laws (102)  in  1933  provided  that  "average  salary"  was  to  be 
based  on  the  average  salary  during  the  last  10  years  of  employment  or 
the  average  salary  during  the  years  of  contribution,  whichever  was 
greater.  The  maximum  pension  was  not  to  exceed  60  per  cent  of  the 
average  salary. 

In  1934  service  for  a  full  pension  was  reduced  to  39  years (103)  and 
in  1936  the  plan  moved  to  a  career  average  formula  based  on  39  years 
maximum. (104)  In  1943  the  definition  of  service  included  service  in  the 
navy,  army,  and  air  force.  (105)  Changes  in  1945(106)  which  increased 
the  minimum  annual  salary  for  benefit  calculation  to  $800  from  the 
original  $550,   resulted   in  a  minimum  benefit  of  $500  per  annum  or  60  per 
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cent  of  the  amount  of  average  salary,  if  less  than  the  deemed  minimum  of 
$800.  The  maximum  benefit  was  raised  from  the  original  amount  of  $1,000 
to  $1,500,  still  with  the  provisions  cxDncerning  the  dominion  government 
annuity  calculation  in  cases  where  actual  contributions  would  have 
resulted  in  a  pension  greater  than  the  maximum.  Service  was  reduced  to 
36  years  for  full  benefit,  still  on  the  career  average  formula.  A 
specified  retirement  age  came  into  effect  (see  section  on  Retirement 
Age  J  fc)ut  provision  was  made  for  a  full  pension  to  be  payable  after  40 
years  of  service,  regardless  of  age.  Pensions  for  those  with  30  years' 
service  were  also  calculated  at  an  unreduced  60  per  cent. 

Minor  amendments  in  an  otherwise  comprehensive  revision  to  the 
Teachers'  and  Inspectors'  Superannuation  Act  in  1946(107)  eliminated 
the  $500  annual  minimum  pension,  but  stipulated  that  after  30  years 
of  service  a  minimum  of  $7  per  year  employed  would  be  provided.  The 
amendments  also  defined  "salary"  as  including  a  cost-of-living  bonus  but 
not  overtime  payments  for  special  services.  A  further  comprehensive 
revision,  including  a  change  in  the  name  of  the  statute  in  1949(108) 
included  the  following  changes  to  benefit  calculation: 

-  the  formula  moved  to  one  of  50  per  cent  of  the  average  salary 
for  the  last  15  years  of  contributions  times  years  of  service; 

-  service  years  were  reduced  to  35   (at  age  62); 

-  full  pension  continued  to  be  paid  after  40  years  of  service 
regardless  of  age;  the  full  50  per  cent  rate  was  used  for  re- 
tirement with  30  years  of  service;  or  for  25  years  of  service 
with  five  of  them  after  age  55  for  those  retiring  after  age  62; 

-  minimum  salary  was  deemed  to  be  $1,000  per  annum,  for  benefit 
purposes; 

-  a  minimum  pension  of  $600  and  a  maximum  of  $3,000  were  insti- 
tuted, waiving  the  maximum  under  tlie  1946  legislation; 

-  all  payments  were  increased  by  $120  per  annum  from  April  1, 
1949,  and  actual  pensions  that  were  less  than  $600  per  year  were 
raised  to  $600; 

-  the  legislation  stipulated  that  retirement  after  April  1,  1949 
would  come  under  the  provisions  of  the  new  act,  and  retirement 
before  that  date  would  fall  under  the  terms  of  the  1946  legis- 
lation, but  be  subject  to  the  $600  pension  minimum  and  the  $120 
increase. 

Ihe  following  year  the  statute  was  again  amended, ( 109)  so  that 
persons  retiring  after  less  than  25  years  of  service  would  receive  the 
equivalent  benefit  to  a  government  annuity  purchase  with  the  joint  con- 
tributions,  and  those  with  25  or  more  years  of  service  would  receive  the 


190 


greater  of  the  government  annuity  equivalent  or  tJie  regularly-calculated 
amount.  In  1953  the  maximum  pension  of  §3,000  was  deleted (110)  and 
pensions  being  paid  were  reviewed  in  the  light  of  this  amendment,  as  at 
April  1,  1953.  In  the  following  year  tJie  oasis  of  calculation  was  moved 
to  the  average  of  the  last  10  rather  tlian  15  years.  (Ill)  'Itie  provisions 
of  a  1955  amendment  allowed  for  tlie  recalculation  of  benefits  based  on 
the  1954  move  to  a  10-year  average. (112) 

The  current  benefit  formula  of  a  2  per  cent  benefit  for  the  average 
of  the  best  seven  years'  salary  to  a  maximum  of  3  5  years'  service  was 
adopted  in  1966,(113)  with  a  reduction  of  .7  per  cent  up  to  the  year's 
maximum  pensionable  earnings  of  the  recently  created  Canada  Pension 
Plan,  after  1965.  The  years  of  service  which  had  previously  been 
termed  "school  years"  became  "years  of  service;"  the  $600  minimum  pen- 
sion was  eliminated;  and  provision  was  made  for  a  5  per  cent  reduction 
in  benefits  for  persons  aged  61  and  over  but  not  yet  age  65,  and  of  5 
per  cent  per  year  belcw  age  62  for  those  under  age  61  at  the  time  of 
retirenent.  In  1967(114)  the  plan  was  amended  to  remove  the  provision 
for  reducing  Denefits  in  the  case  of  persons  retiring  after  age  62 
but  before  their  Canada  Pension  Plan  Denefits  became  payable.  In  the 
1968-1969  session  the  minimum  annual  pensionable  salary  was  increased  to 
$2,000.(115) 

In  1975,  the  Superannuation  Adjustment  Benefits  Act,  S.O.  1975, 
c.  82,  provided  for  indexation  of  benefits  to  the  Consumer  Price  Index 
to  a  maximum  of  8  per  cent. 

Eligibility 

Plan  membership  nas  been  compulsory  since  the  legislation  in 
1917;  coverage  started  immediately  for  inspectors  and  teachers  in  those 
schools  then  m  existence.  Over  time  the  definition  of  "employed"  has 
Deen  expanded  or  modified  to  enconpass  the  changing  form  of  education 
in  the  province.  In  1918(116)  coverage  was  expanded  to  cover  those 
teaching  returning  soldiers  and  sailors,  and  to  allow  contributions  by 
persons  in  the  armed  forces.  In  1919  further  expansion  included  those 
m  certified  industrial  schools  or  "any  public  institution  supported  in 
whole  or  in  part  by  contributions  fron  the  province  or  fron  a  municipal 
corporation. "(117)  By  amendments  of  1922  officers  of  any  association  or 
body  of  teachers  were  added  and  teachers  fron  overseas  were  not  required 
to  contribute  to  the  fund,  while  Ontario  teachers  serving  elsewhere 
retained  the  option  of  continuing  membership. (118)  In  1932  the  defini- 
tion of  "inspector"  was  enlarged  to  include  "an  inspector  of  the  Penny 
Savings  Bank. "(119) 

The  amendments  of  1941  expanded  the  definition  to  include  non- 
teaching  posts  of  persons  "engaged  in  Ontario  by  a  ooard  in  work  demand- 
ing the  professional  qualifications  and  experience  of  a  teacher. "( 120) 
The  Act  of  1946(121)  excluded  certain  part-time  categories  and  redefined 
eitployed  as  "engaged." 
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1.  d)  (i)  as  a  teacher  in  or  inspector  of  a  public  school,  sepa- 
rate school,  continuation  school,  high  school,  colle- 
giate institute,  provincial  normal  or  model  school,  a 
school  to  which  the  Vocational  Education  Act  applies, 
the  Ontario  College  of  Education,  or  the  University  of 
Toronto  Schools, 

(ii)  as  a  teacher  in  or  inspector  of  a  school  or  class 
supported  in  whole  or  in  part  by  contributions  from 
the  province  or  from  a  municipal  corporation,  and 
designated  by  the  regulations, 

(iii)  as  a  teacher  in  or  inspector  of  a  school  outside  of 
Ontario  under  a  system  of  exchanging  teachers,  or 
otherwise,   authorized  by  the  Minister, 

(iv)  as  an  officer  of  an  association  or  body  of  teachers 
engaged  in  advancing  the  interests  of  education  and 
designated  by  the  regulations,  or 

(v)  by  the  Minister  or  a  board  in  any  capacity  designated 
by  the  regulations,  but  no  person  shall  be  deemed  to  be 
employed  vho, 

(vi)  is  a  member  of  the  staff  of  a  technical  or  vocational 
school  but,  not  being  a  teacher  by  profession,  pursues 
sane  other  occupation  or  calling, 

(vii)  is  engaged  only  for  part-time  to  teach  music,  art 
and  crafts,  physical  and  health  education,  home  eco- 
nomics, industrial  arts  and  crafts  or  any  other  special 
subject, 

(viii)  is  a  teacher  or  inspector  regularly  engaged  outside 
Ontario  v^o  is  performing  services  in  Ontario  under  a 
system  of  exchanging  teachers,  or  otherwise,  approved 
by  the  Minister,  or 

(ix)  is  a  contributor  to  the  Public  Service  Superannuation 
Fund  established  under  tlie  Public  Service  Act. 

The  1949  Bill  which  dropped  "Inspectors"  fran  the  title  left  basi- 
cally the  same  definition  of  "employed"  for  teachers  as  had  prevailed  in 
1946.  This  bill  added  schools  for  discharged  soldiers,  sailors,  and 
airmen,  and  set  a  minimum  of  20  hours'  teaching  per  week  (regardless  of 
subject)    for  coverage. (122)     The  following  provision  was  also  added: 

"Every  person  on  the  instructional  staff  of  any  normal  school  in 
Ontario,  the  Ontario  College  of  Education,  the  University  of  Tor- 
onto Schools,   tlie  Ontario  School  for  the  Deaf,    the  Ontario  School 
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for  tlie  Blind,  the  Province  of  Ontario  Correspondence  Courses,  or 
the  Royal  Ontario  Museum  who  was  a  contributor  to  tJie  Teachers'  and 
Inspectors'  Superannuation  Fund  on  the  ist  day  of  July,  1946,  shall 
notwithstanding  any  of  the  provisions  of  the  act  and  90  long  as  he 
remains  on  any  such  instructional  staff  and  so  long  as  he  does  not 
contribute  to  any  other  superannuation  fund  to  which  the  Crown 
contributes,  be  deemed  to  be  employed  within  the  meaning  of  this 
act." 

In  1950  "railway-car  schools"  were  added  to  the  list,  (123)  and  as 
institutions,  community,  and  technical  colleges  were  established 
throughout  the  1950s  and  1960s  coverage  was  expanded  to  the  staff.  (124) 
Provision  was  made  for  privately-funded  schools  to  deduct  contributions 
and  provide  coverage  for  tlieir  teachers.  ( 125 )  In  addition,  as  plans 
were  established  in  institutions  like  universities,  community  colleges, 
or  the  Ontario  Institute  for  Studies  in  Education,  employees  were  given 
the  option  of  having  their  own  plan  or  remaining  in  the  Teachers'  Fund. 
(126) 

Contributions 

Typical  of  public  sector  plans,  the  one  covering  teachers  and 
inspectors  has  been  contributory  in  nature  since  inception.  The  original 
contribution  was  by  payroll  deduction  in  equal  instalments  that  amounted 
to  2-1/2  per  cent  of  annual  salary.  This  was  matched  by  the  province 
which  set  aside  sufficient  funds  once  a  year.  In  1919  it  was  directed 
that  contributions  fron  teachers  whose  salary  was  paid  in  part  by  an 
employer  other  than  a  school  board  should  nonetheless  be  based  on  the 
whole  salary  and  not  just  the  portion  paid  by  the  school.  (127)  This 
provision  was  amended  in  1943(128)  and  from  that  point  on  salary  and 
service  credits  viere  prorated  according  to  time  spent  and  salary  earned 
as  an  employee  of  a  school  board,  with  contributions  based  on  the  por- 
tion of  salary. 

The  rate  of  contribution  remained  unchanged  until  1936  when  it  was 
raised  to  3  per  cent  of  salary  for  employees;  the  province  continued  to 
contribute  at  the  rate  of  2-1/2  per  cent.  (129)  In  1944  it  was  decided 
that  the  province  should  match  the  employees'  contributions,  ( 130 )  and 
the  following  year  the  rate  was  increased   to  4  per  cent. (131) 

The  1946  Act(132)  allowed  for  direct  contributions  by  employees  vho 
were  on  leave  of  absence  for  various  reasons  as  defined  by  regulation, 
who  were  anployed  full-time  for  special  subjects,  or  were  employed  by 
boards  that  refused  or  neglected  to  withhold  contributions  from  salary. 
Payments,  in  such  cases,  could  be  made  without  interest  (if  within 
certain  time  limits)  and  v^re  matched  by  the  province,  thus  maintaining 
continuous  coverage  under  the  plan.  The  provisions  of  the  1949  Act(133) 
which  raised  the  employees'  contribution  rate  to  6  per  cent  also  stated 
that  the  province  vvould  advance  only  two-thirds  of  the  contributions 
made  voluntarily.      In  1955  the  provision  was  again   amended   so   that   the 
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province  would  contribute  two-thirds  of  the  regular  contributions  but 
would  match  any  special  or  back-contributions.  (134)  In  1957  the  prov- 
ince reverted  to  matched  contributions  for  all  cases. (135)  Contributions 
were  integrated  with  those  required  by  the  Canada  Pension  Plan,  and  in 
the  1968-1969  legislation  the  rate  stipulated  was  6  per  cent  below  the 
Year's  Basic  Exemption  (YBE),  4.8  per  cent  between  the  YBE  and  the 
Year's  Maximum  Pensionable  Earnings  (YMPE)  and  6  per  cent  above  the 
YMPE.  This  formula  was  matched  by  the  employer  and  remains  in  force 
today  with  the  addition  of  1  per  cent  oiiployee  and  1  per  cent  employer 
contribution  for  the  indexing  of  tenefits. 

Vesting  and  Locking-in 

The  45  and  10  statutory  vesting  rule  came  into  force  in  1965.  Prior 
to  that  time  erployee  contributions  were  handled  differently  if  the 
Qiployee  had  five  or  more  years'  service.  The  original  1917  legislation 
stipulated  that,  if  possible,  the  fund  should  return  contributions  upon 
termination  after  at  least  five  years'  service.  The  legislation  of 
1936(136)  provided  that  upon  termination  after  five  years  of  service  the 
member  would  receive  a  return  of  contributions  with  interest  at  the  rate 
of  4  per  cent  from  the  date  of  "retirement"  to  June  30,  1936  and  at 
the  rate  used  by  the  Province  of  Ontario  Savings  Office  from  July  1, 
1936  to  the  date  of  the  refund,  compounded  half-yearly.  In  1946(137) 
the  legislation  was  amended  to  provide  a  return  of  contributions  with 
interest  at  1-1/2  per  cent  compounded  half-yearly  in  cases  of  withdrawal 
from  service  after  five  years,  and  a  forfeiture  of  contributions  for 
under  five  years  of  service  unless  employment  was  less  than  20  days. 
In  addition,  provision  was  made  for  a  return  of  contributions  with 
interest  at  the  rate  of  4  per  cent  compounded  half-yearly,  in  cases  of 
forced  retirement  before  pensionable  age.  The  1949  Act (138)  allowed 
for  interest  of  1-1/2  per  cent  compounded  half-yearly  to  March  31, 
1949  in  cases  of  less  than  five  years'  service,  with  no  refund  payable 
until  a  full  three  months  after  cessation  of  employment.  The  1950 
amendments (139)  extended  the  refund  of  contributions  at  4  per  cent 
compounded  half-yearly  to  cases  of  forced  retirement  because  of  age,  and 
provided  that  interest  payable  should  be  cai  each  amount  for  the  length 
of  time  it  was  in  the  fund.  Ihe  forfeiture  of  contributions  in  cases  of 
less  than  five  years'  service  was  repealed  in  1953.(140)  The  1961-62 
legislation (141)  provided  that  if  a  person  was  retired  because  of  age 
with  at  least  15  years'  service,  or  five  or  more  years  after  age  55, 
contributions  would  be  refunded  with  interest  at  4  per  cent  compounded 
half-yearly.  The  provision  eliminating  refunds  after  age  45  and  10 
years'  service  came  in  1964(142)  following  the  proclamation  of  the 
Pension  Benefits  Act,  as  did  the  right  to  a  deferred  pension  at  age  65 
if  forcibly  retired  because  of  age.  Such  a  deferred  pension  would  be  on 
an  actuarially-equivalent  basis  if  the  retiree  was  over  age  55.  In 
1966(143)  the  legislation  allowed  for  a  refund  for  persons  ceasing 
enployment  before  age  45  even  with  10  years'  service.  In  other  cases  a 
deferred  pension  was  available  and  the  minimum  five  years'  service  for  a 
return  of  contributions   (with  3  per  cent  interest)   in  case  of  death   was 
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repealed.  Current  provisions  are  10  years'  service  for  a  vested  benefit, 
and  age  45  with  10  years'  service  -  the  legal  minimum  -  for  locking-in. 

Portability 

As  early  as  1944  an  amendment  by  way  of  the  Schools  Act(144) 
provided  that  credits  oould  be  earned  in  the  plan  for  service  in  other 
provinces,  and  that  credits  with  accumulated  interest  could  be  carried 
to  other  provinces'  plans  on  behalf  of  former  Ontario  teachers.  Agree- 
ments for  transferability  within  the  public  sector  were  made  throughout 
the  1960s,  and  in  1966  it  was  provided  that  3  per  cent  interest  would  be 
allowed  on  such  transfers. (145) 

Retirement  Age 

Years  of  service  rather  tiian  age  governed  entitlement  to  a  pension 
in  the  early  years  of  the  teachers'  plan.  When  service  was  reduced  to 
36  years  in  the  1945(146)  amendments  it  was  provided  that  males  should 
have  attained  age  65  and  females  age  62.  The  Act  of  1949(147)  allowed 
for  retironent  at  age  62  with  35  years'  service.  When  the  plan  was 
integrated  with  the  Canada  Pension  Plan,  allcwance  was  made,  as  seen  in 
the  section  on  vesting  and  locking-in,  for  unreduced  benefits  for  those 
retiring  at  the  normal  age  for  tlie  plan  but  before  entitlement  to  CPP 
benefits,  until  the  two  retirement  ages  could  be  brought  together  at  65. 
In  1971(148)  provision  was  made  for  retirement  at  age  62  with  35  years' 
service  for  persons  retiring  on  or  before  November  30,  1971,  and  with  a 
combination  of  age  and  service  totalling  90  for  those  retiring  after 
that  date. 

Survivor  Benefits 

Itie  original  provision  of  the  1917 (149) legislation  in  cases  of 
death  of  an  enployee  was  a  sinple  return  of  contributions.  The  1921(150) 
amendments  recommended  that  if  the  fund  wauld  allow,  interest  should  be 
provided  on  such  refunds.  In  1922  the  interest  rate  was  set  at  5  per 
cent.  (151)  The  amendments  of  1925(152)  changed  the  rate  to  4  per  cent 
ccrpounded  half-yearly.  In  1932  a  provision  allowed  enployees  to  elect, 
three  years  before  retirement  date,  either  a  joint  life  annuity  or  a 
surviving  spouse  pension,  (153) .  In  1933(154)  contributions  were  to  be 
returned  with  interest  at  3  per  cent,  and  in  1936  it  was  provided  that 
the  interest  rate  on  refunds  upon  the  death  of  an  enployee  or  pensioner 
would  be  the  rate  in  effect  at  the  Province  of  Ontario  Savings  Office 
at  the  time  of  the  refund.  (155)  Amendments  of  1945(156)  allowed  for 
the  cption  of  a  half  pension  to  the  surviving  spouse  of  married  plan 
members,  or  to  any  other  dependent  in  the  case  of  other  members.  In 
1946(157)  the  interest  rate  was  reduced  to  3  per  cent  per  annum  com- 
pounded half-yearly;  in  cases  of  death  before  retiranent,  contributions 
were  returned,  and  when  death  occurred  after  retirement  the  refund  was  a 
return  of  contributions  plus  3  per  cent  interest  less  benefits  paid  plus 
3  per  cent  interest.  The  Act  of  1949(158)  ushered  in  a  survivor  benefit 
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provision  much  closer  to  those  in  effect  in  pension  plans  today.  It 
provided  for  the  payment  of  50  per  cent  of  the  accrued  or  actual  pension 
to  the  widow  of  a  plan  member,  and  an  allowance  to  dependent  children 
under  age  18.  If  there  was  no  surviving  spouse  50  per  cent  of  the 
accrued  or  actual  pension  v^ent  to  the  dependent  child.  The  allowance 
did  not  apply  in  cases  of  a  marriage  occurring  after  retirement  or 
age  60,  or  to  the  widow's  children  in  such  cases;  the  widow's  pension 
tenninated  on  her  remarriage.  Provision  was  also  made  for  a  pension  to 
dependent  widowers  of  female  plan  members  if  the  couple  had  been  married 
for  10  years  at  the  date  of  death  or  retirement  whichever  was  earlier, 
and  to  any  dependent  children  of  the  female  plan  member.  The  allowance, 
with  a  minimum  figure  of  $300  per  year,  began  as  of  the  day  following 
the  plan  member's  death.  In  cases  v^ere  a  dependent's  allowance  ceased 
before  payments  with  interest  at  3  per  cent  equalled  the  deceased's 
actual  contributions  with  interest  at  3  per  cent,  the  difference  could 
be  paid   to  the  plan  member's  representative. 

In  1950(159)    the  dependent's  allowance  provisions  viere  extended    to 
include  allowances  for  the  following: 

-  plan  rrembers  v^o  terminated  anployment  hjefore  retirement  age  for 
reasons  other  than  ill-health  but  who  manifested  the  intention 
of  beconing  re-employed; 

-  children  of  widows  or  children  of  married  women  who  supported 
such  children  at  the  time  of  her  death,  if  the  widower  did  not 
qualify  for  the  spouse  portion  of  the  allowance; 

-  all  children,   including  adopted  or  stepchildren. 

In  1955(160)  the  dependent's  allowance  minimum  ($300  per  year)  was 
extended  retroactively  to  the  widow  and/or  children  who,  as  of  April  1, 
1954,  would  have  been  entitled  to  the  allowance  had  the  plan  member  died 
after  April  1,  1949.  In  1964(161)  a  deferred  dependent's  allowance 
was  added,  and  any  allowance  payable  after  April  1,  1964  was  to  begin 
on  the  first  day  of  the  month  following  the  month  of  death,  rather 
than  the  day  after  death.  The  1966  amendments  ( 162 )  provided  that  the 
deferred  benefit  was  to  be  50  per  cent  of  the  amount  that  would  have 
been  received  at  the  beginning  of  the  month  after  the  month  in  which  the 
plan  nember  reached  age  65,  that  payments  to  a  widow  would  be  reduced 
2-1/2  per  cent  for  each  year  she  was  more  than  10  years  younger  than  her 
husband,  and  that  dependents'  allowances  were  based  on  a  sliding  scale 
according  to  age.  In  1971(163)  the  sex  discrimination  in  benefits  was 
removed  and  spouses'  benefits  became  available  to  widowers  on  the  same 
terms  as  to  widows.  An  amendment  two  years  later  defined  dependent 
child  as  under  18  or  under  25  when  in  school  or  university  full-time. 
(164) 
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Disability  Benefits 

The  1917  legislation,  (165)  first  introduced  the  provision  allowing 
a  full  pension  in  cases  of  full  disability  after  15  years'  service. 
There  was  no  provision  for  partial  disability  until  the  anendments  of 
1930(166)  which  allowed  benefits  to  be  calculated  at  the  full  rate  based 
on  a  maximum  of  39  years'  service,  with  a  ?240  annual  minimum  payment, 
plus  $10  for  each  year  over  age  60.  F\j11  pension  continued  to  be  paid 
in  cases  of  permanent  disability  after  15  years'  service.  In  1933(167) 
it  was  provided  that  application  for  full  or  partial  disability  pensions 
must  be  made  within  two  years  of  cessation  of  employment.  Any  return  to 
work  after  disability  occasioned  a  termination  of  the  pension  and  repay- 
ment of  benefits  to  the  fund.  In  1946  tlie  extra  $10  payment  provision 
was  clarified  to  mean  $10  for  each  year  the  recipient  was  over  age  60  at 
the  time  of  termination  of  employment.  ( 168 )  When  the  Canada  Pension 
Plan  was  introduced,  disability  benefits  under  the  Teachers'  Plan  were 
integrated  with  it,  and  became  payable  after  10  rather  than  15  years' 
service,   as  in  the  1966  amendments. (169) 

Fund  Investments 

The  initial  Act  of  1917  provided  for  a  fund  to  be  the  responsi- 
bility of  the  Treasurer  of  Ontario  but  laid  down  no  rules  for  investment 
of  funds.  The  following  year  an  amendment  to  the  School  Laws (170) 
allowed  for  the  transfer  of  monies  from  local  or  municipal  funds  in 
existence  to  the  Teachers'  and  Inspectors'  Superannuation  Fund  (partic- 
ularly tlie  Toronto  and  Ottawa  funds)  but  rules  for  the  handling  of  the 
fund  were  not  forthcoming  until  the  extensive  provisions  of  the  1920 
amendments. (171)  Section  10  stipulated  that  contributions  in  each 
fiscal  year  ending  October  31  were  to  be  credited  as  of  February  1  in 
each  fiscal  year,  and  interest  was  to  be  calculated  half-yearly  on 
April  30  and  October  31  at  rates  of  provincial  loans  as  fixed  by  the 
Lieutenant-Governor  in  Council  for  the  period  February  1  to  July  31  in 
each  fiscal  year.  Any  balance  of  contributions  as  of  October  31,  1920 
was  to  be  set  aside  from  Consolidated  Revenues  to  constitute  the  fund. 
Funds  could  be  invested  in  provincial  securities;  books  v/ere  to  be  kept 
and  an  account  set  up  in  a  Canadian  chartered  bank  in  the  name  of  the 
Treasurer  of  Ontario.  Auditors  vvere  required  to  report  annually,  with 
the  costs  of  the  audit  to  be  borne  by  Consolidated  Revenues.  Actuarial 
valuations  were  to  be  made  at  least  every  three  years.  The  next  major 
revision  occurred  in  1932,(172)  and  outlined  the  provisions  for  in- 
vesting the  fund  in  debentures.  Beginning  on  November  1,  1932  and  on 
November  1  in  each  of  the  following  nine  years,  the  surplus  in  the 
fund  vtas  to  be  in  the  form  of  debentures  bearing  4-3/4  per  cent  annual 
interest  payable  half-yearly  and  to  mature  on  November  1,  1942.  At 
November  1,  1942  any  surplus  was  to  be  reinvested  in  40-year  debentures, 
at  4-3/4  per  cent  per  annum  as  before.  This  lO-year/40-year  arrangement 
was  maintained  for  the  period  beginning  in  1942.  Amendments  in  1946(173) 
provided  that  the  interest  rate  for  the  40-year  debentures  was  to  be 
the  rate  paid  over  the  10-year  period  immediately  preceding,    and    that 
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debentures  and  stock  were  to  be  a  charge  on  Consolidated  Revenues.  The 
amendments  also  confirmed  that  the  fiscal  year  ended  October  31  and  that 
actuarial  valuations  were  required  triennially  beginning  July  1,  1948. 
Unless  otherwise  stated  interest  on  payments  into  and  out  of  the  fund 
(other  than  benefits)  was  to  be  4-3/4  per  cent  per  annum  compounded 
half-yearly  on  any  payments  not  less  than  six  months  in  arrears.  The 
Act  of  1949(174)  provided  that  the  interest  rate  on  debentures  maturing 
in  1952  should  be  lowered  to  4-1/2  per  cent,  similarly  for  the  40-year 
debentures  to  be  issued  in  1952,  for  those  maturing  in  1962,  and  for 
the  40-year  debentures  to  be  issued  in  1962.  Any  fund  deficiency  was  to 
be  made  tp  fron  Consolidated  Revenues,  the  next  actuarial  valuation  was 
to  be  July  1,  1951,  and  the  annual  report  had  to  be  tabled  in  the  legis- 
lature by  the  Treasurer.  Ihe  following  year  the  interest  rate  for  the 
10-  and  40-year  debentures  was  to  be  the  rate  approved  by  Lieutenant- 
Governor  in  Council  and  agreed  to  by  the  Treasurer  and  the  Commis- 
sion. (175)  The  1953  amendments ( 176 )  stipulated  that  any  credits  to  the 
fund  were  to  be  credited  as  of  June  1  with  interest  at  4  per  cent  from 
date  to  the  end  of  the  fiscal  year  in  v^ich  they  vere  actually  received. 
In  1955(177)  provision  was  made  for  short-term  (under  12  months)  invest- 
ment of  the  funds  "in  any  securities  in  v*iich  the  Treasurer  may  invest 
the  public  monies  of  Ontario."  In  1966  the  interest  rate  was  raised  to 
5  per  cent  unless  specified  otherwise. (178)  The  amendments  of  1971 
allowed  withdrawal  of  earlier  issues  of  debentures  maturing  in  1942, 
1952,  1962,  and  1972  and  their  reissue  with  6  per  cent  interest.  Pro- 
vision was  also  made  to  issue  future  debentures  for  not  less  than  20  and 
not  mare  than  25  years,  with  interest  to  be  the  weighted  average  yield 
to  maturity  of  long-term  securities  issued  during  the  next  preceding 
fiscal  year. 

Plan  Administration 

Ihe  original  Coranission's  five  members  were  to  approve  benefits  and 
administer  the  plan;  they  consisted  of  one  actuary  and  two  other  members 
appointed  by  the  Minister  of  Education,  one  of  than  to  be  chairman  for  a 
three-year  term,  and  two  members  elected  by  and  from  the  membership  of 
the  Ontario  Education  Association.  The  amendments  of  1919(179)  stipu- 
lated that  administrative  costs  were  to  be  borne  by  the  provincial 
Consolidated  Revenues  but  in  the  following  year,  in  concert  with  major 
legislation  regulating  the  fund,  as  explained,  this  was  revoked  and  all 
payments  and  administrative  costs  were  to  cane  from  the  fund.  (180)  In 
1935(181)  it  was  provided  that  the  audit  costs  should  ocme  from  the  fund 
as  veil,  rather  than  fron  Consolidated  Revenues  as  had  been  the  case. 
The  1938  amendments (182)  expanded  the  Commission  to  seven,  by  allowing 
for  one  further  appointment  by  the  Minister,  all  appointees  to  serve  for 
three  years,  and  by  increasing  the  elected  membership  to  three,  with  the 
following  provisions:  three  teachers  or  inspectors  who  were  members  of 
the  Ontario  Education  Association  and  contributed  to  the  fund  were  to  be 
elected  for  three-year  terms,  one  by  and  from  the  secondary  school 
members  in  1938,  one  by  and  fron  the  public  separate  school  male  members 
in  1939  and  one  by  and  fron  the  public  separate  school  female  members  in 
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1940.  In  1941(183)  the  amendments  allowed  future  elected  members  to 
have  similar  staggered  terms,  and  in  1943  the  requirement  that  the 
elected  be  nembers  of  the  OEA  was  drc^ped,  although  they  still  had  to  be 
contributors  to  the  fund.  In  addition,  the  1943  amendments  provided  for 
terms  as  follows: 

-  one  member  by  and  from  the  public  and  separate  school  female 
teachers  and   inspectors  during  April  and  May  1943; 

-  one  by  and  from  the  secondary  school  teachers  and  inspectors 
during  April  and  May  1944; 

-  one  by  and  from  the  public  and  separate  school  male  teachers  and 
inspectors  during  i^ril  and  May  1945; 

and  so  on  for  each  succeeding  triennium.  Vacancies  were  to  be  filled 
within  six  months.  (184)  The  1946  legislation(185)  established  dates 
when  the  Commission  should  meet,  determined  that  five  members  consti- 
tituted  a  quorum,  and  provided  for  the  appointment  of  a  Secretary  by 
the  Commission.  Ihe  1949  act(186)  again  expanded  the  Commission,  with 
five  rrembers  to  be  appointed  by  the  Minister  for  terms  of  three  years 
(the  fifth  to  be  appointed  as  of  June  1,  1950)  and  four  to  be  elected  by 
and   from  contributors  to  the  fund  as  follows: 

-  one  by  and  fran  the  Federation  of  Wbmen  Teachers'  Associations 
of  Ontario,   for  a  three-year  term  commencing  June  1,   1949; 

-  one  by  and  fron  the  Ontario  English  Catholic  Teachers'  Associa- 
tion and  L'Association  de  I'enseignement  francais  de  I'Ontario, 
for  a  three-year  term  commencing  June  1,   1950; 

-  one  by  and  frcm  the  Ontario  Secondary  School  Teachers'  Federa- 
tion,  for  a  three-year  term  ccmmencing  June  1,   1950; 

-  one  by  and  from  the  Ontario  Public  School  Men  Teachers'  Federa- 
tion and  male  public  school  inspectors,  for  a  three-year  term 
conmencing  June  1,   1951. 

Members  became  eligible  for  re-election  or  re-appointment.  Six 
members  constituted  a  quorum.  In  addition,  provision  was  made  for  the 
appointment  by  Lieutenant-Governor  in  Council  of  a  secretary,  actuary, 
solicitor,  medical  referee,  and  other  officers  and  staff  thought  neces- 
sary, with  expenses  to  be  paid  from  the  fund.  This  situation  continued 
until  1959(187)  when  the  Conmission  was  again  expanded,  to  six  members 
to  be  appointed  by  the  Minister  and  five  to  be  elected  by  teachers' 
organizations  as  designated  in  the  regulations.  Quorum  was  eight 
members.  In  1966(188)  the  term  "actuary"  was  defined  as  a  Fellow  of  the 
Canadian  Institute  of  Actuaries,  and  the  secretary  was  supplanted  by  a 
"director"  of  the  Commission.  The  current  Commission  remains  at  11 
members  as  described  above. 
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ONTARIO  MUNICIPAL  EMPLOYEES  RETIRH^IENT  SYSTM 

Although  the  second  largest  public  sector  pension  plan  in  terms  of 
covered  irerabership,  the  GMERS  plan  is  of  comparatively  recent  origin. 
The  legislation  governing  it(189)  was  passed  during  the  1961-62  session, 
and  anployee  and  anployer  were  defined  as  follows: 

1.  e)  "employee"  means  any  person  who  is  enployed  by  an  employer 
but  does  not  include  any  person  who  contributes  to  a  pen- 
sion plan  under  the  Teachers'  Superannuation  Act,  the 
Power  Commission  Insurance  Act,  or  the  Public  Service 
Superannuation  Act; 

f )      "employer"  means  a  municipality  or  local  board. 

The  legislation  provided  for  a  board  to  be  set  up  to  manage  and 
administer  the  systen,  and  to  appoint  a  secretary- treasurer,  auditor, 
actuary  and  such  legally  qualified  medical  practitioners,  advisers,  and 
employees  as  necessary.  An  annual  report  was  to  be  provided  to  the 
Minister  to  be  tabled  in  the  legislature;  an  actuarial  valuation  was 
required  at  least  every  tliree  years,  and  any  surplus  in  the  fund  was  to 
be  transferred  to  the  Treasurer  of  Ontario.  The  fund's  investments  v^re 
to  be  in  the  form  of  Ontario  debentures  maturing  December  31,  1973  and 
bearing  interest  at  the  rate  of  5  per  cent  payable  half-yearly;  at 
December  31,  1973  a  40-year  issue  was  to  be  made  bearing  5  per  cent 
payable  half-yearly,  and  further  debentures  issued  for  the  next  10-year 
period,  in  the  manner  outlined  for  investments  under  the  Teachers' 
Fund. 

The  major  provisions  of  the  GMERS  plan  are  contained  not  in  legis- 
lation but  in  regulations,  and  as  a  consequence  the  ronaining  provisions 
of  the  plan  at  inception  vere  outlined  in  Regulation  168/62.  It  pro- 
vided optional  membership  for  employers,  and  coverage  of  full-time 
employees  of  participating  anployers  where  75  per  cent  of  the  employees 
indicated  the  desire  to  join.  Coverage  was  within  one  year  of  hire  for 
new  employees.  Contribution  rates  depended  on  retirement  age  which  was 
normally  65  except  for  police  and  firefighters  who  retired  at  60;  the 
rate  was  5-1/2  per  cent  of  earnings  for  tliose  with  normal  retirement  at 
65,  and  6-1/2  per  cent  for  the  others.  Provision  was  made  for  prior 
service  credits.  The  anployer  matched  contributions  on  a  varying  rate 
depending  on  the  requirements  of  the  fund.  The  pension  benefit  was 
2  per  cent  of  contributory  earnings  multiplied  by  years  of  service, 
and  payment  began  on  the  first  day  of  the  month  after  the  month  of 
retirement.  For  those  terminating  before  normal  retirement  age  a 
deferred  pension  of  2  per  cent  of  contributory  earnings  was  available, 
and  actuarially-reduced  pensions  could  be  taken  for  early  retirement  up 
to  10  years  before  normal  retirement  age.  Bridging  provisions  were 
available  until  age  70  when  the  Old  Age  Security  became  payable.  In 
cases  of  retirement  or  death  before  pensionable  age,  contributions  were 
returned  with   interest  at  3  per  cent  ccmpounded  annually. 
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A  disability  pension,  also  at  the  rate  of  2  per  cent  OL  contribu- 
tory earnings,  \vas  payable  in  the  case  of  persons  with  10  years'  ser- 
vice, but  benefits  were  integrated  with  any  payments  from  Workmen's 
Compensation  to  a  maximum  of  75  per  cent  of  the  nonthly  rate  of  earnings 
just  prior  to  disability. 

A  surviving  widow  was  entitled  to  a  50  per  cent  pension  (1  per 
cent  of  contributory  earnings)  reduced  by  2  per  cent  per  year  for  each 
year  tiie  widow's  age  was  below  tlie  member's  normal  retirement  age.  No 
benefit  was  provided  for  a  widow  wlio  married  the  member  after  his  60th 
birtliday  or  after  tlie  start  of  retirement.  The  benefit  was  payable  to 
surviving  children  up  to  age  18  if  the  widow  died  or  remarried,  or  if 
the  wife  had  predeceased  the  member. 

The  terms  of  membership  of  the  board  were  outlined:  it  was  to 
conprise  tliree  officials  of  the  province,  two  members  of  a  local  or 
municipal  board,  and  four  plan  members,  two  of  whom  were  to  be  municipal 
treasurers.  Terms  were  for  three  years  on  a  staggered  basis  -  one- 
third  of  members  to  serve  for  three  years,  one-third  for  two  years,  and 
one-third  for  one  year.  Terms  were  to  be  served  until  members  were 
replaced.  Quorum  was  determined  as  a  majority  of  members.  The  board 
elected  its  chairman  and  vice-chairman;  the  secretary-treasurer  was 
appointed  and  was  in  charge  of  the  fund. 

The  changes  made  since  1961  are  outlined   in  the  following  sections. 

Benefits 

A  regulation  in  1965(190)  amended  the  pension  to  provide  a  maximum 
of  2  per  cent  of  contributory  earnings  multiplied  by  years  of  service 
less  payments  under  any  prior  service  plan  or  contributions  with  inter- 
est, still  at  3  per  cent.  Later  in  the  same  year  the  benefit  formula 
was  expressed  as  the  percentage  of  contributory  earnings  that  bears  the 
same  ratio  to  2  per  cent  as  the  percentage  of  earnings  contributed  bears 
to  5-1/2  per  cent  or  6-1/2  per  cent,  depending  on  normal  retirement 
age.  (191)  The  bridge  with  Old  Age  Security  remained,  on  an  optional 
basis. 

The  following  year,  reflecting  the  introduction  of  the  Canada 
Pension  Plan,  the  formula  was  amended  to  either  2  per  cent  of  contrib- 
utory earnings  multiplied  by  years  of  service  less  .55  per  cent  (for 
tlx)se  with  a  normal  retirement  age  of  65)  or  .46  per  cent  (for  those 
with  normal  retirement  at  60)  of  earnings  up  to  the  YMPE  for  earnings 
since  January  1,  1966,  or  the  transferred-in  benefits  from  another 
plan,  whichever  was  greater.  (192 )  A  bridge  payment  of  2  per  cent  of 
contributory  earnings  until  CPP  became  payable  was  introduced. 

In  1968(193)  the  formula  was  enriched  from  2  per  cent  to  2.2  per 
cent  of  contributory  earnings  after  January  1,  1968,  reduced  for  each 
year  in  the  same  proportion  that  tlie  contributions  of  the  member  in  that 
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year  are  reduced  to  4  per  cent  if  normal  retirement  age  is  65  and  to  5 
per  cent  if  normal  retirement  age  is  60.  The  bridge  for  CPP  payments 
incorporated  the  2.2  per  cent  formula. 

While  the  formula  remained  the  same,  an  amendment  in  1971(194) 
added  10  per  cent  of  pension  calculated  on  contributions  before  January 
1,  1971,  as  an  enrichment,  and  at  the  same  time  increased  pensions  in 
pay  before  that  date  by  10  per  cent.  The  following  year  the  calculation 
was  again  enhanced  by  an  increase  of  5  per  cent  of  pension  on  earnings 
prior  to  January  1,  1972,  and  by  a  similar  increase  granted  to  pensions 
in  pay  before  that  date. (195)  Similar  increases  of  5  per  cent  were 
granted  effective  January  1,  1973(196)  and  January  1,  1974(197);  an 
increase  of  10  per  cent  was  instituted  as  of  January  1,  1976.(198)  In 
1977  the  benefit  formula  was  simplified  to  2  per  cent  of  contributory 
earnings  multiplied  by  years  of  service  to  a  maximum  of  35,  less  .7  per 
cent  of  contributions  up  to  the  YMPE.  The  plan  changed  from  a  career 
average  to  an  average  best  formula,  based  on  the  best  60  months  of 
continuous  service.  Finally,  an  increase  of  3  per  cent  v^qs  made  to  the 
pension  calculation  and  to  pensions  being  paid  in  1978.(199) 

Eitployers  may  elect  to  provide  supplementary  benefits,  upon  enter- 
ing into  an  agreement  with  the  board.  In  addition,  cptional  service  is 
allowed,  with  back  contributions  as  described  in  the  following  section. 
Benefits  in  such  cases  are  determined  in  the  agreement  with  the  board, 
but  in  no  cases  may  the  total  exceed  the  maximum  established  by  the 
Municipal  Act. 

Eligibility 

Membership  continued  to  be  based  on  the  formula  of  75  per  cent  of 
employees  wishing  to  join;  in  1964  a  legislative  amendment  expanded 
coverage  to  include  district  assessors ,( 200 )  and  in  1965  the  "Power  Ccan- 
mission  Insurance  Act"  was  deleted  from  the  definition  of  employee. (201) 
A  regulatory  change  in  1967(202)  provided  that  coverage  for  those  em- 
ployed before  July  1,  1968  was  to  be  immediate;  for  those  onployed  after 
that  date  a  maximum  waiting  period  of  12  months  ajplied.  In  1972  it  was 
provided  that  part-time  employees  might  be  covered  by  agreement  if  the 
members  v\Qrranted  it,  (203)  and  municipal  councillors  were  included .( 204 ) 
A  legislative  amendment  in  1976(205)  allowed  optional  service  to  be 
counted  in  the  plan,  and  covered  service  in  any  municipal  or  local  board 
in  Canada,  the  civil  service  of  Canada  or  any  of  the  provinces,  any 
board,  or  commission  of  Canada  or  the  provinces.  Also  included  was  war 
service,  which  was  defined  as  service  in  World  War  II  or  Korea  in  the 
navy,  army,  air  force,  Canadian,  or  British  nerchant  irerine  or  any  ally 
designated  by  tlie  Lieutenant-Governor  in  Council.  An  amendment  in  1977 
allowed  for  immediate  coverage  for  continuous  full-time  anployees  hired 
on  or  after  January  1,  1978.(206) 
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Contributions 

Itie  original  rates  of  5-1/2  per  cent  of  earnings  for  tJxJse  normally 
retiring  at  65  and  6-1/2  per  cent  for  the  rest  was  amended  in  1965(207) 
to  recognize  the  CPP  structure;  from  that  time  the  rate  was  4  per  cent 
up  to  the  YMPE  and  5-1/2  per  cent  thereafter  (noma!  retirement  at  65) 
and  5  per  cent  up  to  the  YMPE  and  6-1/2  per  cent  thereafter  (normal 
retirement  at  60).  At  the  time  the  benefit  formula  noved  to  an  average 
best  basis,  the  contributions  were  changed  to  5-1/2  per  cent  to  December 
31,  1977  and  7  per  cent  thereafter  less  1-1/2  per  cent  up  to  the  YMPE 
(for  nonnal  retirement  at  age  65)  and  to  6-1/2  per  cent  to  Etecember  31, 
1977  and  8  per  cent  thereafter  (for  normal  retirement  at  age  60),  also 
less  1-1/2  per  cent  up  to  the  YMPE.  (208)  It  was  stated  that  the  new 
rates  did  not  override  the  terms  of  any  collective  agreement  in  exist- 
ence, and  in  cases  where  the  employees'  contributions  would  fall  short, 
the  employer  was  to  make  up  the  difference  until  a  new  contract  was 
agreed  upon. 

In  1966  a  penalty  of  1  per  cent  per  month  for  late  payment  of 
employer  contributions  was  imposed .( 209 )  Allowance  was  made  for  prior 
service  contributions  with  interest  at  the  rate  of  C>itario  debentures  in 
the  month  of  contribution.  In  1976  the  rates  of  contribution  for  op- 
tional service  v^re  set  at  11  per  cent  for  persons  normally  retiring  at 
65  and  13  per  cent  for  persons  with  normal  retirement  at  60  (employer- 
employee  share)  plus  interest  at  6  per  cent  per  annum. (210) 

Vesting  and  Locking-in 

The  original  provision  for  a  deferred  pension  (immediate  vesting) 
continued  until  the  advent  of  the  Pension  Benefits  Act.  In  1965,  with 
the  statutory  provision  of  age  45  and  10  years'  service,  contributions 
were  locked  in. (211)  The  interest  payable  in  cases  of  refunds  of 
contributions  renained  at  3  per  cent  until  1977  when  it  was  set  at  3  per 
cent  to  December  31  of  tliat  year  and  5  per  cent  tliereaf  ter,  compounded 
annually. (212) 

Portability 

At  the  time  of  its  inception  the  OMERS  plan  recognized  an  added 
benefit  of  portability  of  pension  credits:  "It  was  felt  that  a  large 
pension  systan  allowing  portability. . .would  encourage  employee  mobility 
and  thus  help  develop  and  increase  the  supply  of  experienced  municipal 
employees. "(213)  Apart  from  portability  between  municipalities  and 
local  boards  in  Ontario,  transferability  to  other  bodies  was  soon  incor- 
porated. When  transferability  to  public  service  plans  was  instituted  in 
1965,  the  benefit  was  the  greater  of  contributions  with  interest  or  the 
present  value  of  a  retirement  pension. ( 214 )  This  system  continued 
with  provisions  for  optional  service  as  outlined  in  the  section  on 
contributions,  until  an  amendment  in  1977  allowed  for  transfers  to  any 
fund  permitting  such  transfers. (215) 
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Retirement  Age 

Since  inception,  the  normal  retirement  age  has  been  65  for  all 
employees  except  police  and  firefighters  who  may  retire  at  60.  Actu- 
arially reduced  pensions  are  available  for  early  retirement  up  to  10 
years  prior  to  normal  age. 

Survivor  Benefits 

The  pension  payable  to  a  widow  continued  to  be  50  per  cent  of  the 
accrued  benefit  until  1966(216)  when  it  was  was  reduced  by  2-1/2  per 
cent  for  each  year  she  was  younger  than  the  deceased  member;  children 
under  18  of  a  member  (including  a  female  plan  member  vho  was  supporting 
them)  received  50  per  cent  of  the  accrued  benefit  divided  among  them. 
In  1970,(217)  a  regulation  extended  benefits  to  dependent  or  disabled 
widowers  of  plan  numbers,  and  children's  benefits  to  those  under  age  21 
if  attending  school  or  university  full-time.  In  1972  the  restrictions 
on  widowers  were  lifted  and  benefits  became  payable  on  the  same  terms  as 
to  widows;  the  children's  benefit  was  increased  by  10  per  cent  of  the 
pension  amount  with  a  ceiling  on  the  total  increase  of  25  per  cent  of 
the  pension  being  paid.  (218)  Later  in  1972  the  increase  was  raised  to 
20  per  cent,  maintaining  the  ceiling  of  25  per  cent  of  pension.  (219) 
Beginning  in  1974(220)  the  provision  that  a  widow  had  to  marry  the 
member  before  his  60th  birthday  was  removed,  but  the  marriage  still  had 
to  take  place  before  receipt  of  pension.  Amendments  in  1977(221) 
removed  the  education  restricton  on  children's  benefits  which  became 
payable  up  to  age  21;  survivor  benefits  were  integrated  with  CPP  provi- 
sions; the  surviving  spouse  pension  remained  at  50  per  cent  of  the 
actual  or  accrued  pension  of  the  deceased  member,  reduced  by  2-1/2  per 
cent  for  every  year  the  survivor  was  more  than  10  years  younger  than 
the  deceased.  The  child's  benefit  was  increased  by  20  per  cent,  to  a 
total  maximum  of  50  per  cent  of  the  pension  in  pay.  Provision  was  made 
for  the  recalculation  of  benefits  in  cases  of  early  retirement  before 
January  1,  1978  as  if  the  retirement  pension  had  not  been  reduced  for 
early  retirement. 

Disability  Benefits 

The  original  provision  of  a  disability  pension  after  10  years  of 
service  continued  unchanged  until  1966(222)  when  disability  was  required 
to  be  "total  and  permanent."  This  was  defined  as: 

"if  found  by  the  secretary- treasurer,  on  the  advice  of  a  legally 
qualified  medical  practitioner  appointed  by  the  Board  to  be  incapa- 
ble of  engaging  in  gainful  enployment  during  the  remainder  of  his 
lifetime  because  of  mental  or  piiysical  inpairment  of  the  member." 

The  pension  was  payable  on  the  first  of  the  month  following  the  month  of 
termination  or  ^proval  of  the  claim,  whichever  came  later.  In  cases 
where  disability  ceased  the  pension  was  suspended. 
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In  1975(223)  it  was  provided  that  persons  in  receipt  of  disability 
pensions.  Workmen's  Ccmpensation,  or  Unemployment  Insurance  benefits 
continued  to  be  considered  employees  for  purposes  of  contributions. 
The  maximum  pension  from  OMERS  disability  and  Workmen's  Compensation 
continued  to  be  75  per  cent  of  monthly  earnings  prior  to  disability.  In 
1977  the  definition  of   "totally  disabled"  was  amended  to  read: (224) 

"wholly  prevented  due  to  mental  or  physical  incapacity  from  per- 
fonTiii"»g  the  regular  duties  of  the  occupation  in  which  such  member 
was  engaged  immediately  prior  to  such  date,  and  such  disability 
shall  be  considered  to  continue  if  the  member  is  so  prevented  dur- 
ing the  first  twenty-four  montli  period  immediately  after  such  date, 
and,  thereafter,  such  disability  shall  be  considered  to  continue 
if  the  member  is  v>*iolly  prevented  from  engaging  in  any  occupation 
or  performing  any  work  for  compensation  or  profit  for  which  the 
executive-director,  on  the  advice  of  a  legally-qualified  medical 
practitioner  appointed  by  the  Board,  considers  the  member  is  or  may 
became  reasonably  qualified  by  education,   training,  or  experience." 


Persons  could  not  qualify  for  payment  under  tliis  definition  if 
they  worked  for  pay  somewhere  other  tlian  in  a  rehabilitation  program; 
if,  in  the  case  of  mental  illness,  they  were  not  confined  for  treatment 
after  one  year,  if  the  injuries  resulted  fron  self-inflicted  wounds;  or 
if  they  were  disabled  before  completion  of  one  year's  service.  The 
pension  continued  to  be  calculated  on  the  basis  of  the  normal  retironent 
pension,  and  was  payable  from  the  fifth  month  after  declaration  of 
disability.  Disability  and  Workmen's  Compensation  benefits  together 
could  not  exceed  the  monthly  rate  of  earnings  just  prior  to  disablement. 
Retirement  pension  benefits  continue  to  accrue  during  disability. 

Fund  Investments 

The  original  provisions  for  funding  whereby  Ontario  debentures 
bearing  5  per  cent  and  maturing  at  the  end  of  1973  would  be  issued 
continued  in  force  until  1968.(225)  A  legislative  amendment  in  1968 
stipulated  that  the  debentures  issued  after  January  1,  1968  and  matur- 
ing on  December  31,  1977  should  bear  interest  at  6-1/2  per  cent  per 
annum  payable  half-yearly.  The  same  rate  was  to  apply  to  the  40-year 
debentures  issued  to  the  year  2013.  In  1970(226)  it  was  provided  that 
debentures  issued  to  the  end  of  1969  should  continue  to  fall  due  in  1973 
and  carry  6-1/2  per  cent  interest,  but  tliose  issued  frcm  1970  on  should 
be  for  periods  of  not  less  than  20  and  not  more  than  30  years,  and  carry 
interest  at  least  as  high  as  the  weighted  average  of  bonds  issued  each 
year.  When  the  various  debentures  became  due  in  1973,  authority  was 
given  for  their  reinvestment  at  varying  rates  of  interest  ranging  from 
5.49  per  cent  per  annum  payable  half-yearly  for  tlx>se  issued  in  1963  to 
8.19  per  cent  for  those  fron  1969,  and  all  v«re  reinvested  for  a  30-year 
period.  (227)  In  1974,  following  the  establishment  of  an  investment 
policy  committee  of    the   board,    it  was   provided    that    in    future    funds 
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could  be  invested  in  public  markets  subject  only   to   the   conditions  of 
the  Pension  Benefits  Act. (228) 

Plan  Administration 

The  original  board  of  nine  members  continued  laitil  1967,  though  in 
1965  a  legislative  amendment  had  expanded  their  powers  and  authorized 
then  to  manage  funds  other  tlian  CMERS.(229)  In  1967(230)  the  membership 
was  expanded  to  conprise  four  officials  of  the  province,  two  councillors 
of  a  participating  municipality  or  local  board,  and  five  employees,  of 
whcxn  two  were  to  be  treasurers.  All  were  appointed  by  Lieutenant- 
Governor  in  Council  for  up  to  three-year  staggered  terms  so  that  four 
members  held  office  for  three  years,  three  for  two  years,  and  four  for 
one  year.  In  1970(231)  the  enployee  membership  was  expanded  to  five, 
two  of  whan  were  to  be  officers  of  their  municipality  or  local  board. 
In  1974(232)  the  provincial  representation  declined  from  three  to  two 
and  the  employees  added  a  member,  to  a  total  of  six,  still  with  the 
requiranent  that  two  be  officers  of  their  municipality  or  local  board. 
Terms  v^ere  set  at  three  years  or  less,  until  successors  v«re  appointed. 
Amendments  of  1975(233)  added  the  position  of  executive  director  and 
outlined  the  duties  for  the  position,  and  determined  that  the  board 
should  forward  its  annual  report  to  every  participating  employer  and  to 
employees  on  request.  In  1976(234)  the  employee  representation  was 
raised  to  seven,  two  of  v*ian  were  to  be  officers  of  their  municipality 
or  local  board,  while  the  province  continued  to  have  two  members.  The 
investment  policy  committee,  established   in  1974,  continues. 


HOSPITALS  OF  CWTARIO  PENSION  PLAN 

When  the  plan  was  conceived  in  1959  a  majority  of  the  168  hos- 
pitals in  Ontario  did  not  have  pension  plans;  those  i^^ich  did  frequently 
provided  inadequate  benefits.  It  was  therefore  judged  appropriate 
to  set  up  an  industry-wide  plan  that  would  ensure  adequate  benefits, 
provide  for  portability  within  the  industry,  obtain  economies  of  scale 
in  administration,  and  provide  uniformity  and  stability  in  pension 
costs.     The  plan  operates  as  a  multi-employer  plan. 

The  Hospitals  of  Ontario  Pension  Plan  (HOOPP)  plan  was  established 
on  January  1,  1960.  It  provided  to  full-time  employees  a  basic  pension 
of  2  per  cent  of  the  accrued  career  earnings,  with  provision  for  past 
service  based  en  an  accrual  rate  of  1  per  cent  of  1959  earnings  multi- 
plied by  years  of  service  before  1960,  less  two  years.  Options  at 
retirement  included  a  five-year  guarantee,  10-year  guarantee,  integra- 
tion with  Old  Age  Security  (then  payable  only  at  age  70),  or  a  50  per 
cent  joint  survivorship  option,  all  adjusted  actuarially.  Normal 
retiranent  age  was  65,  but  voluntary  early  retirement  was  possible  at 
age  55  or  over  after  10  years'  service,  with  pensions  reduced  by  6  per 
cent  for  each  year  the  retiree  was  below  age  65.  With  the  permission  of 
the  anployer,   retiranent  could  be  postponed  beyond  65. 
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The  plan  was  contributory,  with  employees  paying  5  per  cent  of 
earnings  and  tJie  employer  paying  one  and  one-half  times  tliat  rate.  Ad- 
ditional voluntary  contributions  were  permitted.  A  disability  benefit 
was  available  to  employees  age  55  and  over  with  a  minimum  of  10  years' 
service  with  benefits  reduced  3  per  cent  for  each  year  of  retirement 
before  age  65. 

Benefits  vested  after  10  years  of  service,  and  contributions  earned 
interest  of  3  per  cent  per  annum.  The  normal  death  benefit  was  a  return 
of  contributions  with  interest  less  any  benefits  paid. 

The  plan  comes  under  the  authority  of  the  Board  of  Directors  of  the 
Ontario  Hospital  Association  which,  at  its  inception,  established  a 
Pension  Ccsnmittee  to  administer  the  plan.  The  plan  is  trusteed  and 
monies  are  invested  on  the  open  market.  Outside  pension  consultants 
have  also  been  retained  since  inception. 

Features  of  the  plan  as  they  have  evolved  over  the  intervening 
years  are  outlined  in  the  follcwing  sections. 

Benefits 

With  the  introduction  of  the  Canada  Pension  Plan  in  January  1966 
the  HOOPP  was  amended  to  provide  a  benefit  at  normal  retirement  of 
1.4  per  cent  of  the  average  earnings  up  to  the  YMPE  and  2  per  cent 
thereafter.  The  past  service  benefit  for  service  prior  to  January  1, 
1960  remained  unchanged.  In  1968  the  plan  was  changed  from  a  career 
average  to  a  final  average  basis,  dependent  on  the  15  consecutive  years 
with  the  highest  annual  average  earnings.  The  basic  calculation  then 
moved  to  2  per  cent  of  final  average  earnings  for  each  year  of  service 
between  1960  and  1965  inclusive,  and  1.4  per  cent  to  the  YMPE  and  2  per 
cent  thereafter  for  each  year  of  service  after  1965.  Benefits  for 
service  before  January  1,  1960,  for  enployees  terminating  on  or  after 
January  1,  1968,  increased  to  1-1/2  per  cent  of  1959  earnings. 

In  1971  the  basis  of  calculation  was  reduced  from  the  best  15 
consecutive  years'  service  to  the  best  11  years,  using  the  best  11-year 
average  as  the  average  YMPE.  In  1974  the  average  period  for  YMPE 
average  was  reduced  to  the  three  years  preceding  death  or  retirement, 
and  the  average  earnings  basis  reduced  from  11  to  five  consecutive 
years . 

In  April  of  1979  ad  hoc  increases  to  pensioners  vvho  retired  before 
1979  averaged  22  per  cent  of  pension. 

Eligibility 

The  plan  is  open  to  full-time  permanent  employees  who  may  elect 
to  join  after  six  months'  service  but  who  must  join  after  two  years' 
service. 
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Contributions 

Integration  with  the  Canada  Pension  Plan  in  1966  set  employee 
contributions  at  3.5  per  cent  up  to  the  YMPE  and  5  per  cent  thereafter, 
or  5  per  cent  for  those  not  contributing  to  CPP.  In  1974  the  rate 
increased  to  4.5  per  cent  up  to  the  YMPE  and  6  per  cent  thereafter. 

Enployer  contributions,  at  one  and  one-half  the  employees'  rate 
measured  7.5  per  cent  of  payroll  in  the  first  18  months  of  operation. 
Effective  January  1,  1966  this  was  amended  to  1.7  times  the  employee 
rate. 

Vesting  and  Locking-in 

With  the  enactment  of  the  Pension  Benefits  Act  in  1965  an  op- 
tional deferred  pension  was  provided  for  employees  under  age  45  with  10 
years'  service;  otherwise,  the  mandated  locking-in  applied.  Terminated 
employees  vA\o  elected  a  refund  of  contributions  and  after  a  break  of 
six  months,  are  employed  with  another  hospital,  are  treated  as  new 
arployees. 

In  1971  an  amendment  provided  that  refunds  on  contributions  made 
before  December  31,  1970  earned  3  per  cent  per  annum,  while  contri- 
butions after  that  date     earned  5  per  cent  conpounded  annually. 

Voluntary  contributions  are  also  refundable,  with  interest  based  en 
the  rate  of  return  on  investments:  5.25  per  cent  in  1968-1972;  6  per 
cent  in  1973;    7.5  per  cent  in  1974;  and  9  per  cent  in  1975. 

Portability 

Service  credits  are  fully  portable  between  member  hospitals  pro- 
vided the  break  in  service  is  less  than  six  months.  Reciprocal  agree- 
ments exist  with  the  federal  and  Ontario  governments  and  their  agencies, 
and  with  the  following  bodies;  Ttoronto  Western  Hospital,  the  Hospital 
for  Sick  Children,  the  Ontario  Cancer  Institute,  McMaster  University 
Medical  Centre,  the  Workmen's  Conpensation  Board,  and  the  Colleges  of 
/^plied  Arts  and  Technology. 

Retirement  Age 

Normal  retiranent  age  remains  65,  but  provision  is  made  for  contri- 
butions and  service  to  continue  to  age  70,  at  which  time  benefits  must 
be  paid. 

In  1974  unreduced  benefits  were  allowed  for  anployees  aged  62  with 
20  years  of  service.  Early  retirement  is  also  permitted  for  employees 
aged  55  or  more  with  10  or  more  years  of  service,  with  pension  based  on 
accrued  benefits  to  normal  retirement  reduced  by  .5  per  cent  for  each 
month  by  which  retirement  precedes  age  65. 
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Survivor  Benefits 

In  1968  t±ie  optional  joint  and  survivorship  pension  vgas  superseded 
by  a  survivor's  and  orphan's  pension  that  provided  50  per  cent  continua- 
tion of  tiie  accrued  pension  benefits  at  date  of  death  to  a  widow  or 
disabled,  dependent  widower.  If  no  widow  or  disabled  widower  existed 
the  50  per  cent  benefit  was  payable  to  orphans  up  to  age  18,  or  21 
if  in  school  or  university  full-time.  The  structure  of  payments  was 
altered  to  provide  three  optional  forms  of  payment:  an  immediate  life 
annuity  with  or  without  a  guaranteed  period  (to  a  15-year  maximum); 
instalments  over  a  maximum  of  10  years;  or  a  lump  sum.  In  1976  benefits 
to  surviving  spouses  of  female  plan  members  were  made  the  same  as  for 
the  spouses  of  males. 

Disability  Benefits 

In  1968  the  plan  was  amended  to  allow  for  the  accrual  of  pension 
benefits  during  receipt  of  disability  benefits  from  the  Hospitals  of 
Qitario  Disability  Incane  Plan.  In  1974  this  provision  was  repealed, 
thereby  allowing  employees  over  age  55  with  10  or  more  years  service  to 
receive  pension  benefits  as  well  as  the  disability  payments  if  they 
elected  to  retire.  The  former  maximum  salary  for  contributions  while  on 
disability  leave  was  rescinded. 

The  pension  itself  was  modified  in  1974  to  allow  for  reduction  of 
benefits  from  age  62  rather  than  65.  It  was  available  to  members  age  45 
and  over  rather  than  55. 

Fund  Investments 

The  two  original  trustees  of  the  fund  administered  the  investments 
in  approximately  equal  amounts.  At  the  end  of  the  first  18  months  the 
fund  amounted  to  $8,744,878,  and  earnings  net  of  trustees'  expenses 
amounted  to  4.96  per  cent  per  annnum. 

At  the  end  of  the  fifth  year  of  operation  (June  30,  1965)  the 
fund  amounted  to  $46,243,854,  and  earned  5.08  per  cent  net  of  trustees' 
expenses.  By  1970  a  third  trustee  had  been  engaged  -  with  a  trust 
company  acting  as  custodian  for  the  new  trustee's  share  of  the  fund. 
Investments  continued  to  be  administered  in  approximately  equal  amounts. 
At  the  end  of  1970  (the  plan  fiscal  year  end  now  being  December  31)  the 
fund  totalled  $133,962,493,  and  earned  2.89  per  cent  net  of  trustees' 
expenses,  ccmpared  with  4.16  per  cent  for  1969. 

Effective  January  1,  1976  National  Trust  became  sole  trustee  for 
the  fund  which,  at  December  31,  1975  stood  at  $369  million.  However, 
investment  responsibility  remained  in  three  parts  -  National  Trust, 
Toronto  Investment  Managanent  Incorporated,  and  the  Investment  Section 
of  the  Ontario  Hospital  Association. 
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At  the  end  of  1978  the  fund  had  expanded  to  $758  million  with 
overall  yield  for  the  year  at  11.8  per  cent.  The  four-year  average 
yield  stood  at  12.8  per  cent. 

Plan  Administration 

The  original  Pension  Committee  consisted  of  a  chairman,  vice- 
chairman,  secretary,  and  four  other  members.  By  1965  the  position  of 
vice-chairman  had  been  dropped  but  total  membership  remained  at  seven. 
Five  years  later  the  committee  had  grown  to  twelve  members,  and  at 
present  stands  at  fourteen,  as  follows:  seven  chief  executive  officers, 
five  trustees  of  hospitals,  and  two  representatives  of  the  Ministry  of 
Health. 

Detailed  administration  is  carried  out  by  the  Pension  and  Group 
Life  Services  Staff  of  the  Ontario  Hospital  Association  under  the  direc- 
tion of  the  Pension  Committee. 


ONTAMO  HYDRO 

Provisions  of  the  original  pension  plan  and  most  subsequent  amend- 
ments were  made  by  Order-in-Council  rather  than  by  legislation.  Since 
regulations  in  Ontario  were  not  consolidated  until  1950,  details  of  the 
earlier  provisions  are  not  easily  determined.  Therefore  the  information 
concerning  early  years  is  subject  to  errors  and  omissions,  though  the 
broad  outlines  are  sufficient  to  establish  the  trends  in  the  plan 
provisions. 

An  amendment  to  The  Power  Commission  Act  in  1919(235)  added  the 
authority  to  provide 

"....for  the  payment  to  permanent  employees  of  the  Commission,  of 
superannuation  and  retiring  allowances,  or  of  a  gratuity  or  annual 
allowance  to  the  dependents  of  employees  dying  while  in  the  service 
of  the  Commission,  and  a  fund  for  providing  sick  benefits  for 
permanent  employees,  and. .. .provide  for  contributions  to  such  fund 
by  the  Commission  and  by  its  employees,  or  for  the  establishment 
and  support  of  such  fund  entirely  at  the  cost  of  the  Commission." 

Municipal  anployees  of  power  corimissions  could  also  be  included  in  any 
such  scheme. 

It  was  not  until  1923  that  such  a  plan  came  into  existence  when 
Order-in-Council  of  October  29  established  the  effective  date  of  the 
plan  as  November  1,  1923  and  set  the  following  provisions: 

-  the  plan  covered  all  permanent  employees  as  of  the  effective 
date;  new  permanent  employees  under  age  30  could  join  subject  to 
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a  medical  examination  and  those  over  30  could  join  at  the  option 

of  the  Commission; 

-  the  plan  was  contributory,  with  members  joining  on  November  1, 
1923  paying  3  per  cent,  and  those  joining  after  that  date  paying 
according  to  a  sliding  scale  based  on  age  at  entry  to  the  plan; 
(236) 

-  retironent  age  was  65  for  all  members; 

-  early  retirement  pensions  were  available  in  cases  where  manage- 
ment requested  the  retirement,  and  were  based  on  20  years' 
service  and  age  60  for  men,  50  for  women,  with  no  actuarial 
reduction; 

-  postponed  retirement  was  available  by  agreement  between  the 
Conmission  and  the  enployee;  contributions  continued  and  bene- 
fits accrued; 

-  disability  benefits  that  were  available  to  employees  with  10 
years  of  service,  at  the  Board's  option,  were  the  actual  retire- 
ment benefit  accrued  without  actuarial  reduction.  Benefits  were 
to  be  integrated  with  Workmen's  Compensation  payments  where 
applicable; 

-  the  pension  formula  was  one-eightieth  of  the  average  salary  in 
the  highest  five  consecutive  years  multiplied  by  service,  with  a 
minimum  pension  of  $365  per  year; 

-  in  cases  of  death  prior  to  retirement,  payment  to  the  estate  was 
5  per  cent  of  current  annual  salary  multiplied  by  years  of 
service  plus  one  year's  current  salary,  the  total  not  to  exceed 
twice  the  current  salary.  For  death  after  retirement,  the 
payment  was  the  difference  between  pension  already  paid  and  the 
amount  that  would  have  been  payable  had  death  occurred  prior  to 
retirement; 

-  upon  termination  of  anployment  for  reasons  other  than  retirement 
or  disability,  contributions  were  returned  with  credited  inter- 
est at  4  per  cent  canpounded  annually; 

-  leave  of  absence  was  provided  to  seasonal  employees  and  those 
entering  military  service;  contributions  remained  in  the  fund 
and  a  right  to  benefits  was  maintained. 

Changes  in  the  plan  provision  since  its  inception  are  outlined  in 
the  following  sections. 
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Benefits 

By  Order-in-Council  in  1926(237)  the  benefit  formula  remained  the 
same,  but  the  minimum  pension  of  $365  per  year  was  applied  only  to  those 
employed  as  of  November  1,  1923  and  those  under  age  30  who  joined  later; 
no  minimum  was  provided  for  new  members  over  age  30  joining  after  that 
date.  In  1938(238)  the  formula  was  increased  to  one-seventieth  times 
the  average  salary  for  the  highest  five  consecutive  years,  and  the 
minimum  pension  ves  raised  to  $500  per  year  for  employees  at  November  1, 
1923  and  persons  under  age  30  joining  afterwards.  Beginning  in  1940(239) 
the  plan  roved  to  a  career  average  basis  and  the  minimum  pension  con- 
tinued at  $500  unless  the  career  average  was  less  than  $1,000,  in  which 
case  the  minimum  was  to  be  50  per  cent  of  that  amount.  A  minimum  period 
of  20  years'  contributory  service  was  established  to  qualify  for  a 
pension.  An  amendment  on  November  1,  1947  changed  the  formula  to  1-1/2 
per  cent  of  annual  salary  to  August  1,  1947  multiplied  by  the  years  of 
contributory  service  to  November  1,  1948.  A  year  later  it  was  again 
changed,  beccming  1-1/2  per  cent  of  base  annual  earnings  (excluding  such 
payments  as  overtime  or  isolation  allowances)  as  of  August  31,  1948 
multiplied  by  the  years  of  service  to  November  1,  1948  (known  as  the 
"effective  date"  of  the  plan  for  future  amendments).  The  formula  for 
service  after  this  effective  date  was  2  per  cent  of  total  career  earn- 
ings to  the  date  of  retirement.  The  plan  had  a  five-year  guarantee 
feature,  as  well  as  a  single  life  annuity  or  contingent  annuity  option. 

An  amendment  hy  way  of  regulation,  (240)  effective  October  1,  1951 
changed  the  formula  to  1.5  per  cent  of  maximum  base  annual  earnings 
during  the  five-year  period  immediately  preceding  September  1,  1948 
multiplied  by  established  service,  plus  2  per  cent  of  earnings  in  re- 
spect of  v*iich  contributions  have  been  made  after  the  "effective  date" 
(November  1,  1948).  In  cases  of  normal  retirement  before  November  1, 
1953  the  pension  was  not  to  be  less  than  the  amount  that  would  be  paya- 
ble under  the  new  fund.  For  regular  employees,  "service"  included 
50  per  cent  of  their  employment  period  from  January  1,  1930  to  the 
date  of  last  being  employed  or  age  45,  whichever  is  later.  The  next 
amendment  came  in  1958(241)  and  applied  to  persons  retiring  at  their 
normal  retirement  date  on  or  after  January  1,  1957.  Established  service 
for  purposes  of  calculation  was  service  before  that  date.  The  benefit 
formula  was  as  follows: 

-  1.5  per  cent  of  average  base  annual  earnings  at  July  1,  1955  and 
July  1,  1956  muliplied  by  service  to  October  31,  1948,  plus 

-  2  per  cent  average  earnings  at  July  1,  1955  and  July  1,  1956 
multiplied  by  service  fron  November  1,  1948  to  December  31,  1956 
or  to  normal  retirement  if  earlier,  plus 

-  2  per  cent  of  "premium  earnings"  fron  November  1,  1948  to  Decem- 
ber 31,  1957  (being  the  excess  of  earnings  over  base  earnings 
for  the  months  of  Noveinber  and  December  1948  and  the  excess  of 
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earnings  over  base  annual  earnings  at  July  1  in  each  year  1949 
to  1956  inclusive  and  the  excess  of  earnings  over  base  earnings 
for  1957),  plus 

-  2  per  cent  of  base  contributory  earnings  from  January  1,  1957  to 
the  nonnal  retirement  date. 

The  total  pension  in  this  case  should  not  be  less  than  that  produced 
under  the  old  calculation  method.  In  1962(242)  the  formula  was  again 
amended  for  those  retiring  on  or  after  January  1,   1962: 

-  1.5  per  cent  of  the  average  base  earnings  in  the  highest  consec- 
utive 60-month  period  multiplied  by  service  to  October  31,  1948, 
plus 

-  2  per  cent  of  "premium  earnings"  from  November  1,  1948  to  Decem- 
ber 31,   1957,   plus 

-  2  per  cent  of  the  averge  base  earnings  in  the  highest  consecu- 
tive 60-month  period  multiplied  by  tlie  sum  of 

a)  established  service  from  November  1,  1948  to  January  1, 
1957, 

b)  contributory  employment  thereafter, 

c)  in  the  case  of  Continuing  Construction  Einployees  (temporary) 
the  period  after  January  1,  1957  during  which  they  contrib- 
uted at  the  rate  of  5  per  cent  and  half  the  period  after 
January  1,   1957  when  they  contributed  at  2-1/2  per  cent. 

The  total  in  cases  (a)  and  (b)  was  not  to  exceed  70  per  cent  of  the 
average  base  earnings  in  the  highest  consecutive  60-month  period.  A 
furtlier  regulation  in  1965(243)  maintained  the  benefit  formula  as  the 
highest  60-month  average  but  provided  that  in  the  light  of  the  newly- 
formed  CPP,  pensions  should  be  reduced  by  .7  per  cent  on  earnings  up  to 
the  YMPE  for  service  after  January  1,  1966.  In  1967(244)  the  provision 
was  amended  to  allow  for  a  reduction  of  .625  per  cent  on  earnings  up  to 
the  YMPE  after  January  1,  1966  but  stated  that  no  reduction  should  be 
made  until  the  pension  became  payable.  In  1971(245)  the  formula  was 
simplified  to  one  of 

-  2  per  cent  of  the  average  base  earnings  in  the  highest  60  con- 
secutive months  (to  a  maximum  of  70  per  cent  of  best  earnings) 
plus 

-  2  per  cent  of  premium  earnings  between  November  1,  1948  and 
DecQTiber  31,   1957,  minus 


213 


-     .625  per  cent  multiplied  by  earnings  up  to  tlie  YMPE  after  Decem- 
ber 31,   1965. 

Several  improvements  to  pensions  already  being  paid  have  been 
made  since  the  beginning  of  the  current  plan  in  1948.  On  January  1, 
1957  an  increase  of  50  per  cent  was  made  to  pensions  of  members  who 
retired  before  November  1,  1947,  and  an  increase  of  15  per  cent  to 
pensions  of  those  retiring  between  October  31,  1947  and  January  1, 
1957.(246)  In  1967(247)  an  increase  of  $1  per  month  for  each  year  of 
service  to  a  maximum  of  25  was  granted  to  pensioners  who  retired  prior 
to  January  1,  1962,  and  in  1968(248)  it  was  provided  that  contingent 
annuitant  payments  should  reflect  the  maximum  pension  availaole.  A 
furtlier  increase  granted  in  1971(249)  increased  pensions  (including 
widows,  disabled  widowers,  children,  and  contingent  annuitants)  by  2  per 
cent  for  each  year  of  retirement  and  an  additional  1  per  cent  for  each 
retirement  year  before  1962.  In  1973(250)  a  further  increase  of  2  per 
cent  for  pensions  v^^ere  payment  began  in  1971  and  4  per  cent  for  1970 
and  earlier  was  made  to  all  retirement  survivor  and  contingent  annuitant 
pensions.  Ibis  increase  applied  notwithstanding  the  existence  of  a 
bridging  benefit  for  OAS  or  CPP.  As  of  January  1,  1974(251)  pensions 
which  began  in  1973  were  increased  by  4  per  cent  and  those  ccmmencing  in 
1972  and  before  increased  8  per  cent,  the  increases  applying  notwith- 
standing any  bridge  benefit.  A  further  increase  a  year  later (252) 
raised  pensions  by  8  per  cent  where  the  member  retired  or  died  while 
employed  before  January  1,  1974.  This  increase  was  prorated  where 
retiranent  or  death  \^hile  onployed  occurred  during  the  calendar  year 
1974.  Again  on  January  1,  1977(253)  an  8  per  cent  increase  was  made 
where  the  nEmfc>er  retired  or  died  in  onployment  before  January  1,  1975, 
and  a  pro  rata  benefit  was  paid  for  members  retiring  or  dying  while 
employed  during  1975  and  1976,  based  on  the  number  of  months'  pension 
paid  in  those  two  years.  The  latest  increase  of  8  per  cent  occurred  on 
January  1,  1979,(254)  for  niembers  who  retired  or  died  during  employment 
prior  to  January  1,  1977,  and  was  prorated,  based  on  the  number  of 
months  of  pension  payment  in  1977  and  1978  where  the  member  retired  or 
died  while  employed   in  that  time. 

Eligibility 

An  Order- in-Council  in  1926(255)  which  extended  membership  to 
permanent  anployees  up  to  age  45  who  joined  after  November  1,  1923,  also 
required  a  medical  examination.  The  plan  which  came  into  effect  on 
November  1,  1948  applied  to  all  regular  enployees  and  all  members  of  the 
Pension  Fund  and  the  Savings  and  Retirement  Fund.  Employees  electing 
not  to  join  received  a  refund  of  past  contributions  with  interest  at  3 
per  cent  compounded  annually.  The  medical  requirement  was  revoked 
except  for  employees  v^o  had  previously  decided  not  to  join  and  subse- 
quently sought  membership.  An  amendment  to  The  Power  Conmission  Act  in 
1949(256)  defined  "employee"  as  someone  enployed  by  the  Commission  on  or 
after  November  1,  1947,  and  made  provision  for  tlie  protection  of  pension 
credits  of  anployees  of  some  bodies  previously  under  tiie  jurisdiction  of 
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the  Commission.  In  1960(257)  "continuing  construction  employees," 
meaning  temporary  ejnployees  under  age  5  5  in  the  case  of  men  and  50  in 
the  case  of  w:»nen  and  eanployed  for  five  consecutive  years  at  a  minimum 
of  75  per  cent  of  normal  working  hours,  were  permitted  to  join,  and 
monies  already  contributed  to  the  Savings  and  Insurance  Plan  were  trans- 
ferred to  the  pension  plan.  Service  for  these  members  was  counted  at 
50  per  cent  of  the  time  they  were  contributing  at  2-1/2  per  cent  of 
earnings  (to  the  Savings  and  Insurance  Plan)  and  100  per  cent  of  the 
time  they  were  contributing  at  5  per  cent  (to  the  pension  plan).  In 
1967(258)  a  regulatory  change  reintroduced  the  requirement  for  a  medical 
examination  in  the  case  of  new  employees.  Temporary  employees  who  were 
members  of  the  Office  and  Professional  Employees  International  Union 
(OPEIU)  became  eligible  to  join  on  July  1,  1967  or  one  year  after  hire, 
whichever  was  later,  and  providing  they  had  been  employed  without  inter- 
ruption. In  1968(259)  a  legislative  amendment  redefined  "employee"  as 
saneone  who  had  contributed  and  had  been  anployed  on  or  after  November 
3,  1947.  Beginning  in  1971(260)  membership  was  made  compulsory  for 
new  regular  anployees.  An  employee  for  whom  OPEIU  was  the  bargaining 
agent  was  covered  after  six  months  if  employment  had  been  substantially 
without  interruption. 

Contributions 

While  the  original  legislative  authority  for  the  plan  allowed 
it  to  be  non-contributory,  in  fact  employee  contributions  have  been  a 
feature  since  inception.  The  record  of  any  changes  in  rate  between  1923 
when  the  plan  v»ent  into  effect  and  1950  when  regulations  were  first 
consolidated  is  blank,  but  we  find  that  by  1950(261)  contributions, 
made  by  payroll  deduction,  were  set  at  5  per  cent  for  all  employees. 
With  the  advent  of  the  Canada  Pension  Plan  in  1965,  contributions  were 
integrated  beginning  on  January  1,  1966(262)  and  set  at  3.416  per  cent 
up  to  the  YMPE  and  5  per  cent  thereafter.  In  1967(263)  the  percentage 
payable  up  to  the  YMPE  was  raised  slightly  to  3.4375  per  cent,  a  level 
that  ranains  in  effect  currently. 

The  regulation  of  1950(264)  relating  to  the  plan  established 
on  November  1,  1948  allowed  for  back  payment  of  contributions,  with 
interest  at  3  per  cent  compounded  annually  in  cases  of  re-employment 
although  service  benefits  did  not  accrue  for  the  time  absent.  In 
1967(265)  the  time  within  which  a  re-employed  person  might  elect  to  make 
back  payments  was  set  at  a  year.  In  1971(266)  the  rate  of  interest  on 
repayments  was  set  at  4-1/2  per  cent  from  the  date  contributions  were 
withdrawn  fron  the  fund.  In  January  1979(267)  provision  was  made  for 
anyone  who  made  any  permissable  withdrawal  from  the  fund  and  who  is 
rehired  within  one  year  to  repay  the  amount  withdrawn  at  current  rates 
of  interest. 

Ihe  leave  of  absence  provisions  in  the  original  plan  vere  qualified 
in  1926(268)  so  that  to  maintain  credits  during  any  leave  over  one 
month  the  member   had   to  make   contributions   plus  5  per   cent   for   the 
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employer  portion.  The  1948(269)  plan  provided  that  if  the  employee  was 
on  leave  without  pay  no  contribution  could  be  made;  if  on  leave  with  pay 
then  contributions  continued.  However  it  was  provided  that  persons  on 
leave  without  pay  who  received  Workmen's  Conpensation  should  have  those 
payments,  or  any  payments  equivalent  to  earnings,  count  as  earnings.  An 
amendment  by  regulation  in  1967(270)  provided  that  while  on  leave  of 
absence  with  pay,  contributions  should  continue;  on  leave  of  absence 
without  pay  for  non-medical  reasons,  no  contributions  wDuld  be  made  nor 
credits  accrue,  but  back  payment  might  be  made  upon  termination  of  the 
leave.  In  cases  of  medical  leave  the  member  had  the  choice  of  making  1$) 
contributions.  In  1975,(271)  following  the  introduction  of  a  long-term 
disability  plan,  it  was  provided  that  pension  benfits  should  accrue 
during  such  disability  with  no  employee  contribution  required. 

The  legislation  of  1949(272)  set  the  anployer  contributions  as  the 
difference  between  employee  contributions  and  the  cost  of  benefits;  the 
same  terms  apply  currently. 

Vesting  and  Locking-in 

Vesting  as  a  concept  was  not  featured  in  the  plan  until  1948. 
The  original  provision  for  a  return  of  contributions  in  the  1923  plan 
was  amended  by  Order- in-Council  in  1926(273)  to  allow  the  4  per  cent 
interest  to  be  ccmpounded  semi-annually.  This  amendment  remained  in 
force  until  the  introduction  of  the  new  plan  in  November  1948.  Regu- 
lations(274)  then  provided  that  onployees  terminating  with  at  least  15 
years'  service  viio  vyiere  within  10  years  of  their  normal  retirement  date 
could  receive  a  deferred  pension  at  normal  retirement  of  the  benefits 
accrued  to  the  date  of  termination.  Otherwise,  contributions  were 
returned  with  interest,  at  the  rate  of  3  per  cent  compounded  annually 
on  contributions  to  the  current  fund,  and  at  4  per  cent  compounded 
semi-annually  on  contributions  to  the  superseded  pension  fund,  and  3  per 
cent  compounded  semi-annually  to  the  superseded  retirement  fund.  An 
amendment  to  the  vesting  provision  in  1955(275)  allowed  a  deferred 
pension  to  employees  with  10  years'  service.  The  pension  payable  at  the 
normal  retirement  date  was  50  per  cent  of  the  accrued  pension  to  date  of 
termination  plus  10  per  cent  of  the  accrued  pension  for  each  additional 
year  of  service  in  the  five  years  immediately  following  the  10  years  of 
service,  at  the  rate  of  1.5  per  cent  of  earnings.  Otherwise,  contri- 
butions wsre  returned  with  interest  as  outlined. 

Following  the  introduction  of  the  Pension  Benefits  Act  effective 
1965  which  mandated  the  45  and  10  vesting  rule,  the  vesting  provision  of 
the  Hydro  plan  for  persons  meeting  these  criteria  took  three  forms: (276) 

a)  a  refund  of  contributions  made  before  1965  with  credited   inter- 
est,  and  vesting  of  all  benefits  earned  after  January  1,   1965; 

b)  a  refund  of  contributions  made   before   1965  with   credited    in- 
terest and  a  refund  of  25  per  cent  of   the   commuted   value  of 
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credits  earned  after  January  1,   1965,    the  reinaining  75  per  cent 
being  vested; 

c)  a  deferred  pension  of  50  per  cent  of  credits  earned  to  January 
1,  1965  plus  10  per  cent  for  each  year  of  service  over  10  (as 
described  above)  plus  100  per  cent  vested  benefits  for  service 
after  January  1,    1965. 

For  those  with  more  than  10  years  of  service  but  under  aqe  45 
the  options  were  as  described  in  the  1955  provision  -  a  50  per  cent 
pension  plus  10  per  cent  for  each  year  of  service  over  10  or  a  refund 
of  contributions  with  credited  interest.  For  those  with  less  than  10 
years'  service,  contributions  were  refunded  with  credited  interest. 
Changes  effective  at  the  beginning  of  1966(277)  allowed  for  immediate 
vesting  as  an  option  after  one  year  of  service.     The  psrovisions  v^ere: 

-  for  those  with  less  than  one  year's  service,  a  refund  of  contri- 
butions with  credited    interest; 

-  for  those  with  more  than  one  year's  service,  a  refund  of  contri- 
butions with  credited  interest  or  100  per  cent  vested  benefit; 

-  for  those  with  10  years'  service  but  under  age  45,  a  refund  of 
contributions  with  credited  interest  or  100  per  cent  vested 
benefit  or  75  per  cent  vested  benefit  and  a  refund  of  25  per 
cent  of  the  ccmmuted  value  of  the  pension; 

for  those  with  10  years'  service  over  age  45,  100  per  cent 
vested  benefit  or  75  per  cent  vested  benefit  and  a  refund  of  25 
per  cent  of  the  ccmniuted  value  of  the  pension  or  a  refund  of 
contributions  made  before  January  1,  1965  with  credited  interest 
and  75  per  cent  vesting  of  credits  earned  after  that  date  and  a 
refund  of  25  per  cent  of  their  conmuted  value. 

Effective  January  1,  1970(278)  the  interest  on  the  current  fund  was 
raised  to  4-1/2  per  cent  compounded  annually  (the  superseded  funds 
ronaining  at  4  per  cent  and  3  per  cent  respectively)  and  to  6  per  cent 
compounded  annually  f ran  January  1,   1979.(279) 

Portability 

While  the  legislative  autliority  for  the  plan,  in  1919,  allowed  mu- 
nicipal employees  to  be  covered,  no  formal  transferability  was  featured 
in  the  plan  until  1961.(280)  Effective  July  1,  1961  employees  with  five 
years'  service  transferring  between  Ontario  Hydro  and  any  municipality 
V(^ose  pension  plan  allowed  for  reciprocal  agreements  could  use  credits 
from  both  plans  for  the  eventual  pension.  The  following  year  the 
provision  was  amended  so  that  anployees  transferring  to  a  municipality 
before  January  1,  1962  (when  deatli  benefits  were  amended)  came  under  the 
old  provisions.  Employees  v*io  transferred  after  December  31,  1961  and 
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died  v^^ile  serving  the  municipality  have  a  refund  of  contributions  plus 
interest  made  to  their  beneficiary  or  estate.  A  regulatory  amendment 
effective  January  1,  1966(281)  provided  that  employees  transferring 
prior  to  that  date  wDuld  be  covered  under  the  provisions  in  force  when 
the  transfer  was  made;  those  transferring  after  December  31,  1965  must 
have  contributed  to  the  plan  for  one  year  to  qualify.  In  1971(282) 
provision  was  made  for  vested  members  v\^o  died  v^ile  serving  the  muni- 
cipality after  July  1,  1970  to  receive  Ontario  Hydro  death  benefits. 
Those  vested  before  January  1,  1962  and  who  died  while  in  the  employ 
of  a  municipality  had  their  service  credits  with  the  municipality  to 
July  1,  1970  included  for  tlie  calculation  of  death  benefits  under  the 
pre-1962  conditions  if  a  widow's  or  child's  benefit  was  not  payable. 

In  1973(283)  Ontario  Hydro  was  permitted  to  enter  into  reciprocal 
transfer  agreements  with  other  employers,  and  to  date  has  signed  three 
such  agreements:  the  Province  of  Ontario  (1972),  the  Government  of 
Canada(1972);  and  the  Province  of  New  Brunswick  ( 1975  ) .  The  following 
qualifications  apply  as  of  tiie  date  of  the  agreement: 

-  termination  of  employment  with  one  of  the  employers  must  have 
been  after  the  date  of  the  agreement  and  re-employment  must  be 
within  three  ironths; 

-  no  refund  of  contributions  can  have  been  received; 

-  must  be  eligible  for  membership  in  the  new  employer's  plan; 

-  the  request  for  transfer  rtust  be  made  within  six  months  of  the 
agreement  or  one  year  of  joining  the  new  plan,  whichever  is 
later; 

the   first   employer  must   then  be  released   from  any   pension 
obligation. 

Retirement  Age 

The  normal  retirement  age  of  65  has  remained  consistent  for  male 
employees  throughout  the  life  of  the  plan.  For  women,  the  age  was  set 
at  60  when  the  1948  amendments  took  effect, (284)  and  women  who  were 
at  least  60  years  old  on  November  1,  1948  retired  on  that  date.  In 
1965(285)  it  was  stipulated  that  the  age  would  be  raised  to  65  except 
for  current  OHEU  members.  In  1967(286)  women  could  elect  normal  retire- 
ment between  60  and  65.  In  1971(287)  it  was  provided  that  males  age  63 
with  25  years'  service  could  retire  on  full  accrued  pension.  As  of 
January  1,  1976(288)  the  age  was  set  at  65  except  for  female  employees 
hired  before  that  date  v\^o  could  still  retire  at  60. 

While  the  original  plan  had  allowed  for  early  retirement  when 
requested  by  management,  the  amendment  of  1926(289)  allowed  the  board  to 
reduce  the  service  requirement  fron  20  to  10  years    in  such  cases.      In 
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1940(290)  the  provision  changed  to  allow  wcsnen  at  age  60  with  20  years' 
service  to  retire  on  an  unreduced  [:jension  at  the  option  of  management. 
A  reduced  pension  was  available  to  women  from  age  50  with  20  years' 
service;  for  nen  the  age  was  55.  When  the  1948(291)  plan  came  into 
effect  male  and  female  employees  who  were  within  10  years  of  normal 
retironent  and  who  had  15  years'  service  could  retire  on  an  actuarially 
reduced  pension.  Beginning  in  1962(292)  the  reduction  in  pensions  was 
changed  from  an  actuarial  basis  to  one  of  2  per  cent  for  each  of  the 
first  five  years  below  normal  retirement  and  3  per  cent  for  each  of  the 
following  five  years,  parts  of  years  being  calculated  on  a  proportionate 
basis.  The  1971(293)  amendment  allowing  male  members  to  retire  at  6  3 
with  25  years'  service  did  so  on  an  undiscounted  basis.  In  addition, 
vested  rtEmbers  terminating  after  December  31,  1970  and  subsequently 
requesting  early  retirement  would,  upon  approval  of  the  application, 
be  subject  to  a  full  actuarial  reduction.  The  2  per  cent/3  per  cent 
reduction  formula  continued  in  force  for  employees  with  15  years  of 
service  who  were  within  10  years  of  normal  retirement.  However,  in 
1976(294)  enployees  with  25  years'  service  could  retire  at  age  60  with- 
out a  reduction  in  pensions.  The  reduction  betwen  ages  55  and  59  was  on 
a  sliding  scale  frcm  3  per  cent  at  59  to  25  per  cent  at  age  56. 

Beginning  in  1959(295)  a  bridging  benefit  to  allow  for  pre-payraent 
of  benefits  equal  to  Old  Age  Security  in  cases  of  early  retirement  was 
available;  pensions  were  then  reduced  by  $55  per  month  from  age  70  to 
compensate  for  the  pre-payment.  In  1962(296)  the  reduction  of  pensions 
increased  to  $65  per  month  to  match  increases  in  the  OAS  payments, 
and  to  $75  in  1964.(297)  Beginning  in  1965(298)  a  bridge  benefit  was 
allowed  for  Canada  Pension  Plan  benefits  as  v\ell  as  CAS. 

The  1948  plan  provisions  allowed  for  a  postponement  of  retirement, 
if  requested  by  the  Gaiimission.  In  such  cases,  no  further  contributions 
were  required,   and  the  pension  commenced  on  the  later  retirement  date. 

Survivor  Benefits 

The  formula  for  deatli  benefits  before  retirement  was  amended  by 
Order-in-Council  in  1926(299)  to  provide  for  the  payment  of  5  per  cent 
of  the  five-year  highest  average  salary  (or  current  year's  salary  if 
higher)  multiplied  by  years  of  service  plus  the  five-year  average  salary 
(or  current  year's  if  higher)  to  a  maximum  of  twice  the  average  or 
current  salary.  If  death  benefits  were  also  available  from  Workmen's 
Compensation  the  total  payment  was  not  to  exceed  the  maximum  payment  or 
one-third  the  amount  payable  under  the  Pension  Regulations,  whichever 
was  greater.  The  1948  plan(300)  allowed  for  a  return  of  contributions, 
to  a  beneficiary  or  the  estate,  with  interest  at  3  per  cent.  If  the 
beneficiary  was  a  spouse,  child  under  21,  or  certain  other  dependent 
relatives,  the  benefit  was  paid  in  minimum  $50  instalments  for  10  years, 
with  interest. 
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A  further  amendrnent  in  1957(301)  allowed,  in  cases  where  an  em- 
ployee had  at  least  18  years  of  service,  a  payment  to  a  beneficiary  or 
the  estate  of  contributions  plus  interest  and  a  pension  of  50  per  cent 
of  accrued  benefits  for  service  over  18  years  cxi  a  manth  for  month  basis 
for  a  maximum  of  60  months.  In  1962(302)  the  provision  was  amended  to 
provide  for  a  return  of  contributions  with  interest  for  members  with 
less  than  10  years'  service,  and  for  those  with  more  than  10  years  who 
died  before  normal  retirement,  early  retiranent,  or  disability,  either: 

-  50  per  cent  of  accrued  benefits  to  the  widow  for  life  or  until 
ronarriage;  or 

-  50  per  cent  of  accrued  benefits  to  dependent  children  or  orphans 
until  the  youngest  reaches  age  18  if  there  is  no  widow;  or 

-  50  per  cent  of  accrued  benefits  to  the  dependent  childen  of 
female  members  until  the  youngest  reaches  age  18;  or 

-  a  return  of  contributions  with  interest. 

The  50  per  cent  pension  in  all  cases  was  not  to  be  less  than  the 
contributions  with  credited  interest.  An  amendment  effective  January  1, 
1966(303)  extended  the  surviving  spouse  pension  to  disabled,  dependent 
widowers  of  female  plan  members,  and  to  children  to  the  age  of  25  if  in 
school  full-time.  Provision  was  made  in  a  1974  amendment (304)  that 
where  a  widow's  or  disabled  widower's  pension  was  terminated  because 
of  ranarriage  and  the  second  marriage  ends  for  reasons  other  than  the 
death  of  the  former  recipient,  the  pension  may  be  reinstated.  However, 
only  one  survivor  pension  may  be  received  fran  the  plan.  In  1976(305) 
changes  were  made  so  that  widowers  no  longer  had  to  be  disabled  and 
dependent  to  draw  benefits;  ccnmon-law  marriages  were  recognized.  Where 
there  were  two  surviving  spouses,  the  member's  designation  of  bene- 
ficiary was  to  prevail.  Benefits  continued  to  be  50  per  cent  of  the 
accrued  pension.  In  1979(306)  it  was  provided  that  a  surviving  spouse 
who  had  received  a  refund  of  contributions  could,  upon  becoming  eligible 
again  for  tlie  benefit,  have  it  reinstated  by  repaying  the  refund  with 
interest. 

The  original  provision  from  the  1923  plan,  in  cases  of  death 
after  retiranent,  was  to  pay  the  difference  between  the  pension  pay- 
ments actually  received  and  the  amount  that  would  have  been  payable  had 
death  occurred  before  retirement.  This  prevailed  until  the  new  plan 
in  1948(307)  which  provided  the  balance  of  the  60-month  guarantee  to 
a  beneficiary,  or  the  contingent  annuitant  pension  if  selected.  In 
1957(308)  it  was  provided  that  the  benefit  guarantee  also  applied  to 
persons  viho  had  reached  normal  retirenent  age  but  had  not  retired.  The 
1966  changes  expanded  the  benefits  for  members  with  10  years'  service  or 
those  retiring  after  Decanber  31,  1965  to  provide  either: 
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-  50  per  cent  of  pension  to  a  widow  who  married  tlie  member  before 
retirement;  or 

-  50  per  cent  of  pension  to  a  disabled  dependent  widower;  or 

-  50  per  cent  of  pension  to  dependent  childen  until  tlie  youngest 
reaches  age  18;  if  in  school  full-time  the  pension  was  payable 
to  age  25;   or 

-  50  per  cent  of  pension  to  any  disabled  childen  until  25;  or 

-  to  a  beneficiary. 

The  widow's  pension  was  reduced  by  2-1/2  per  cent  for  each  year  the 
widow  was  more  than  10  years  younger  than  the  member.  If  no  survivor 
benefit  was  payable,  the  five-year  guarantee  applied  with  benefits  to 
the  estate.  In  all  cases  the  payment  must  be  at  least  the  contributions 
plus  credited  interest.  An  amendment  in  1967(309)  provided  survivor 
benefits,  at  the  rate  of  25  per  cent  of  pension,  for  the  widow,  disabled 
widower,  and  children  of  any  member  v*io  had  retired  before  January  1, 
1966  but  died  on  or  after  October  1,  1967.  In  this  case,  too,  the  widow 
had  to  marry  the  pensioner  before  retirement  began.  In  1974(310)  the 
conditions  governing  reinstatement  of  pensions  terminated  because  of 
renarriage  (as  described  for  death  benefits  prior  to  retirement)  applied 
to  benefits  on  death  after  retirement,  as  did  the  1979(311)  conditions 
for  repayment  and  reinstatement. 

Disability  Benefits 

Payment  of  accrued  benefits  without  actuarial  reduction  for  persons 
with  10  years  of  service  continued  unchanged  until  1940  except  for  the 
deletion,  in  1938,(312)  of  the  feature  requiring  integration  of  benefits 
with  Workmen's  Compensation.  In  1940(313)  the  service  requirement 
was  increased  to  15  years,  but  with  the  inception  of  the  amended  plan 
in  1948  no  provision  was  made  for  disability  benefits.  Beginning  in 
1958(314)  the  provision  was  reintroduced  for  persons  with  10  years' 
service,  who  received  full  accrued  credits  to  the  date  of  disability. 
The  contingent  annuitant  cption  was  not  available  to  those  in  receipt 
of  disability  pensions.  With  the  introduction  of  the  CPP,  disability 
benefits  under  the  Hydro  plan  were  subject  to  integration  where  appli- 
cable. (315)  In  1976(316)  a  long-term  disability  plan  was  introduced, 
and  as  a  consequence  the  disability  provisions  of  the  pension  plan 
applied  csiLy  to  those  employees  not  eligible  for  LTD  coverage,  such  as 
those  already  declared  disabled  before  April  1,  1975  and  Continuing 
Construction  Enployees  with  10  years'  service.  (The  LTD  plan  paid  60 
per  cent  of  base  earnings  or  70  per  cent  of  base  earnings  less  CPP  or 
Workmen's  Compensation  benefits,  whichever  is  the  lesser.)  Pension 
benefits  accrue  during  disability. 
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Fund  Investments 

The  authority  to  establish  a  fund,  outlined  in  the  1919  legis- 
lation, (317)  did  not  set  out  tow  the  monies  viere  to  be  invested.  Since 
regulations  from  the  early  years  are  missing  we  are  without  these  de- 
tails. However,  we  know  fran  the  amendments  to  legislation  in  1949(318) 
that  two  funds  -  pension  and  retirement  -  were  established.  Effective 
November  1,  1948  the  two  former  funds  were  replaced  by  a  new  pension 
fund  to  which  the  monies  were  transferred.  By  regulation  in  1950(319) 
it  was  provided  that  an  actuarial  valuation  must  be  carried  out  at  least 
every  five  years.  In  1967(320)  that  requirement  was  amended  to  the 
current  three  year  interval.  A  legislative  provision  in  1960(321) 
allovN^d  monies  in  the  fund  to  be  invested  as  authorized  for  joint  stock 
insurance  ccmpanies  under  the  Corporations  Act. (322)  In  1965(323)  this 
provision  was  widened  to  allow  investment  in  anything  authorized  by  the 
Pension  Benefits  Act.     Hydro  continues  to  invest  in  the  open  market. 

Plan  Administration 

The  plan  is  administered  by  the  employer.  A  finance  committee, 
canposed  of  the  chairman,  vice-chairman,  and  three  members  of  the  board 
of  directors  and  the  President  of  Ontario  Hydro  are  responsible  for  the 
overall  investment  policies. 


222 


NOTES 


(1)  The  Ontario  Public  Service  Superannuation  Act,  S. O.  1920,  10-11 
George  V,  c.  4. 

(2)  The  Ontario  Public  Service  Superannuation  Act,  S.O.  1924,  14 
George  V,  c.  7. 

(3)  The  scale  of  contribution  rates  was  as  follows: 

Under  age  21  -  2-1/2  per  cent 

21  but  less  than  26  -  2-3/4  per  cent 

26  but  less  than  29  -  3-per  cent 

29  but  less  than  32  -  3-1/4  per  cent 

32  but  less  than  35  -  3-1/2  per  cent 

35  but  less  than  37  -  3-3/4  per  cent 

37  but  less  than  39  -  4-per  cent 

3  9  but  less  than  4  1  -  4-1/4  per  cent 

41  but  less  than  43  -  4-1/2  per  cent 

43  but  less  than  45  -  4-3/4  per  cent 

45  and  over  -  5  per  cent 

(4)  The  Public  Service  Act,  S.O.  1947,  c.  89. 

(5)  The  Public  Service  Amendment  Act,  S.O.  1948,  c.  74. 

(6)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1960-61, 
c.  84. 

(7)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1961-62, 
c.  122. 

(8)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1966, 
c.  131. 

(9)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1975, 
c.  73. 

(10)  The  Public  Service  Act,  S.O.  1935,  25  George  V,  c.  58. 

(11)  The  Public  Service  Act,  S.O.  1947,  c.  89. 

(12)  The  Public  Service  Amendment  Act,  S.O.  1952-53,  c.  91. 

(13)  The  Public  Service  Amendment  Act,  S.O.  1955,  c.  68. 

(14)  The  Public  Service  Amendment  Act,  S.O.  1958,  c.  89. 

(15)  The  Ontario  Public  Service  Superannuation  Act,  S.O.  1924,  14 
George  V,  c.  7. 

(16)  The  Public  Service  Amendment  Act,  S.O.  1933,  23  George  V,  c.  52. 

(17)  The  Public  Service  Amendment  Act,  S.O.  1937,  1  George  VI,  c.  72. 

(18)  The  Public  Service  Amendment  Act,  S.O.  1941,  5  George  VI,  c.  46. 

(19)  The  Public  Service  Amendment  Act,  S.O.  1948,  c.  74 

(20)  The  Public  Service  Amendment  Act,  S.O.  1952-53,  c.  91. 

(21)  The  Public  Service  Amendment  Act,  S.O.  1955,  c.  68. 
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(22)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1960-61, 
c.  122. 

(23)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1971,  First 
Session,  c.  40. 

(24)  The  Public  Service  Amendment  Act,  S.O.  1936,  1  Edward  VIII, 
c.  56. 

(25)  The  Public  Service  Amendment  Act,  S.O.  1948,  c.  74. 

(26)  The  Public  Service  Amendment  Act,  S.O.  1957,  c.  102. 

(27)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1974, 
c.  37. 

(28)  The  Public  Service  Amendment  Act,  S.O.  1931,  21  George  V,  c.  6. 

(29)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1965, 
c.  111. 

(30)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1966, 
c.  131. 

(31)  The  Public  Service  Amendment  Act,  S.O.  1946,  c.  83. 

(32)  The  Public  Service  Amendment  Act,  S.O.  1947,  c.  89. 

(33)  The  Public  Service  Amendment  Act,  S.O.  1956,  c.  74. 

(34)  The  Public  Service  Amendment  Act,  S.O.  1957,  c.  102. 

(35)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1964, 
c.  96. 

(36)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1971, 
Second  Session,  c.  10. 

(37)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1974, 
c.  37. 

(38)  The  Public  Service  Superannuation  Act,  S.O.  1975,  c.  73. 

(39)  The  Public  Service  Amendment  Act,  S.O.  1933,  23  George  V,  c.  52. 

(40)  S.O.  1947,  c.  89. 

(41)  S.O.  1951-52,  c.  88. 

(42)  The  Public  Service  Amendment  Act,  S.O.  1958,  c.  89. 

(43)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1960-61, 
c.  84. 

(44)  As  a  result  of  the  requirements  of  the  Pension  Benefits  Act. 

(45)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1966, 
c.  131. 

(46)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1975, 
c.  73. 

(47)  The  Public  Service  Act,  S.O.  1927,  17  George  V,  c.  6. 
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(48)  The  Public  Service  Amendment  Act,  S.O.  1937,  1  George  VI,  c.  72. 

(49)  The  Public  Service  Amendment  Act,  S.O.  1941,  5  George  VI,  c.  46. 

(50)  The  Public  Service  Amendment  Act,  S.O.  1948,  c.  74. 

(51)  The  Public  Service  Amendment  Act,  S.O.  1952-53,  c.  91. 

(52)  The  Public  Service  Superannuation  Act,  S.O.  1960,  c.  98. 

(53)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1960-61, 
c.  84. 

(54)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1965, 

c.  111. 

(55)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1966, 
c.  131. 

(56)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1970. 

(57)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1971, 
Second  Session,  c.  10. 

(58)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1974, 
c.  37. 

(59)  The  Public  Service  Supereinnuation  Amendment  Act,  S.O.  1975, 
c.  73. 

(60)  The  Ontario  Public  Service  Superannuation  Act,  1924,  14  George 
VI,  c.  7. 

(61)  The  Public  Service  Amendment  Act,  S.O.  1928,  18  George  V,  c.  5. 

(62)  The  Public  Service  Amendment  Act,  S.O.  1933,  23  George  V,  c.  52. 

(63)  The  Public  Service  Act,  S.O.  1947,  c.  89. 

(64)  The  Public  Service  Amendment  Act,  S.O.  1948,  c.  74. 

(65)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1961-62, 
c.  122. 

(66)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1966, 
c.  131. 

(67)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1971, 
Second  Session,  c.  10. 

(68)  The  Ontario  Public  Service  Superannuation  Amendment  Act,  S.O. 
1922,  12-13  George  V,  c.  5. 

(69)  The  Public  Service  Amendment  Act,  S.O.  1937,  1  George  VI,  c.  72. 

(70)  The  Public  Service  Amendment  Act,  S.O.  1928,  18  George  V,  c.  5. 

(71)  The  Public  Service  Amendment  Act,  S.O.  1933,  23  George  V,  c.  52. 

(72)  The  Public  Service  Amendment  Act,  S.O.  1938,  2  George  VI,  c.  37. 

(73)  The  Public  Service  Act,  S.O.  1947,  c.  89. 
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(74)  The  Public  Service  Amendment  Act,  S.O.  1958,  c.  89. 

(75)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1960-61, 
c.  84. 

(76)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1966, 
c.  131. 

(77)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1968-69, 
c.  103. 

(78)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1971, 
Second  Session,  c.  10. 

(79)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1974, 
c.  37. 

(80)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1975, 
c.  73. 

(81)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1933, 
23  George  V,  c.  52. 

(82)  The  Public  Service  Act,  S.O.  1947,  c.  89. 

(83)  The  Public  Service  Amendment  Act,  S.O.  1951-52,  c.  88. 

(84)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1966, 
c.  131. 

(85)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1968-69, 
c.  103. 

(86)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1971, 
Second  Session,  c.  10. 

(87)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1974, 
c.  37. 

(88)  The  Public  Service  Amendment  Act,  S.O.  1931,  21  George  V,  c.  6. 

(89)  The  Public  Service  Act,  S.O.  1947,  c.  89. 

(90)  The  Public  Service  Amendment  Act,  S.O.  1951-52,  c.  88. 

(91)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1965, 
c.  111. 

(92)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1966, 
c.  131. 

(93)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1974, 
c.  37. 

(94)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1975, 
c.  73. 

(95)  The  Public  Service  Amendment  Act,  S.O.  1932,  22  George  V,  c.  5. 

(96)  The  Public  Service  Amendment  Act,  S.O.  1959,  c.  84. 
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(97)  The  Public  Service  Superannuation  Amendment  Act,  S.O.  1974, 
c.  37. 

(98)  The  Teachers'  and  Inspectors'  Superannuation  Act,  S.O.  1917, 
7  George  V,  c.  58.   Royal  Assent  was  granted  on  April  12. 

(99)  The  Teachers'  and  Inspectors'  Superannuation  Act,  s.  2(c). 

(100)  Ibid.,  s.  11(5). 

(101)  An  Act  to  amend  the  School  Laws,  S.O.  1920,  10-11  George  V, 
c.  100. 

(102)  An  Act  to  amend  the  School  Laws,  S.O.  1933,  23  George  V,  c.  58. 

(103)  An  Act  to  amend  the  School  Laws,  S.O.  1934,  24  George  V,  c.  52. 

(104)  School  Laws  Amendment  Act,  S.O.  1936,  1  Edward  VIII,  c.  55. 

(105)  School  Laws  Amendment  Act,  S.O.  1943,  7  George  VI,  c.  26. 

(106)  School  Laws  Amendment  Act,  S.O.  1945,  9  George  VI,  c.  8. 

(107)  The  Teachers'  and  Inspectors'  Superannuation  Act,  S.O.  1946, 

10  George  VI,  c.  96. 

(108)  The  Teachers'  Superannuation  Act,  S.O.  1949,  c.  102. 

(109)  An  Act  to  amend  The  Teachers'  Superannuation  Act,  S.O.  1949, 
S.O.  1950,  c.  84. 

(110)  The  Teachers'  Superannuation  Act,  S.O.  1953,  c.  103. 

(111)  The  Teachers'  Superannuation  Act,  S.O.  1954,  c.  93. 

(112)  The  Teachers'  Superannuation  Act,  S.O.  1955,  c.  86. 

(113)  The  Teachers'  Superannuation  Act,  S.O.  1966,  c.  152. 

(114)  The  Teachers'  Superannuation  Act,  S.O.  1967,  c.  99. 

(115)  The  Teachers'  Superannuation  Act,  S.O.  1968-69,  c.  126. 

(116)  An  Act  to  amend  the  School  Laws,  S.O.  1918,  8  George  V,  c.  51. 

(117)  An  Act  to  amend  The  Teachers'  and  Inspectors'  Superannuation  Act, 
S.O.  1919,  9  George  V,  c.  74. 

(118)  An  Act  to  amend  the  School  Laws,  S.O.  1922,  12-13  George  V, 
c.  98. 

(119)  An  Act  to  amend  the  School  Laws,  S.O.  1932,  22  George  V,  c.  42. 

(120)  School  Laws  Amendment  Act,  S.O.  1941,  5  George  VI,  c.  52. 

(121)  The  Teachers'  and  Inspectors'  Superannuation  Act,  S.O.  1946, 
10  George  VI,  c.  96. 

(122)  The  Teachers'  Superannuation  Act,  S.O.  1949,  c.  102. 

(123)  An  Act  to  amend  The  Teachers'  and  Inspectors'  Superannuation  Act, 
1949,  S.O.  1950,  c.  84. 
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(124)   In  1951  the  Ontario  College  of  Art  was  added,  in  1953  the  term 
"normal  schools"  was  deleted  and  replaced  by  "teachers' 
colleges";  1957  saw  the  addition  of  "provincial  technical  or 
polytechnical  institute"  and  the  Lakeland  College  of  Arts, 
Science  and  Technology;  Ryerson  Polytechnical  was  added  in  1964. 

The  Teachers'  Superannuation  Act,  S.O.  1957,  c.  122. 

See  for  example  The  Teachers'  Superannuation  Act,  S.O.  1962-63, 
c.  138  concerning  the  Ontario  College  of  Education,  or  The 
Teachers'  Superannuation  Act,  S.O.  1960-61,  c.  98  concerning  a 
special  group  from  the  University  of  Toronto. 

An  Act  to  amend  The  Teachers'  and  Inspectors'  Superannuation  Act, 
S.O.  1919,  9  George  V,  c.  74. 

School  Laws  Amendment  Act,  S.O.  1943,  7  George  VI,  c.  26. 

School  Laws  Amendment  Act,  S.O.  1936,  1  Edward  VIII,  c.  55. 

School  Laws  Amendment  Act,  S.O.  1944,  8  George  VI,  c.  56. 

School  Laws  Amendment  Act,  S.O.  1945,  9  George  VI,  c.  8. 

The  Teachers'  and  Inspectors'  Superannuation  Act,  S.O.  1946, 
10  George  VI,  c.  96. 

The  Teachers*  Superannuation  Act,  S.O.  194  9,  c.  102. 

The  Teachers'  Superannuation  Act,  S.O.  1955,  c.  86. 

The  Teachers'  Superannuation  Act,  S.O.  1957,  c.  122. 

School  Laws  Amendment  Act,  S.O.  1936,  1  Edward  VIII,  c.  55. 

The  Teachers'  and  Inspectors'  Superannuation  Act,  S.O.  1946, 
10  George  VI,  c.  96. 

The  Teachers'  Superannuation  Act,  S.O.  1949,  c.  102. 

An  Act  to  amend  The  Teachers'  Superannuation  Act,  194  9, 
S.O.  1950,  c.  84. 

The  Teachers'  Superannuation  Act,  S.O.  1953,  c.  103. 

The  Teachers'  Superannuation  Act,  S.O.  1961-62,  c.  137. 

The  Teachers'  Superannuation  Act,  S.O.  1964,  c.  115. 

The  Teachers'  Superannuation  Act,  S.O.  1966,  c.  152. 

School  Laws  Amendment  Act,  S.O.  1944,  8  George  VI,  c.  56. 

The  Teachers'  Superannuation  Act,  S.O.  1966,  c.  152. 

School  Laws  Amendment  Act,  S.O.  1945,  9  George  VI,  c.  8. 

The  Teachers'  Superannuation  Act,  S.O.  194  9,  c.  102. 

The  Teachers'  Superannuation  Act,  S.O.  1971,  c.  9. 

The  Teachers'  and  Inspectors'  Superannuation  Act,  S.O.  1917, 
7  George  V,  c.  58. 
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(125) 

(126) 

(127) 

(128) 

(129) 

(130) 

(131) 

(132) 

(133) 

(134) 

(135) 

(136) 

(137) 

(138) 

(139) 

(140) 

(141) 

(142) 

(143) 

(144) 

(145) 

(146) 

(147) 

(148) 

(149) 

(150) 

(151) 

(152) 

(153) 

(154) 

(155) 

(156) 

(157) 

(158) 

(159) 

(160) 

(161) 

(162) 

(163) 

(164) 

(165) 

(166) 

(167) 

(168) 

(169) 

(170) 

(171) 

(172) 

(173) 

(174) 

(175) 

(176) 

(177) 

(178) 

An  Act  to  amend  the  School  Laws,  S.O.  1921,  11  George  V,  c.  89. 

An  Act  to  amend  the  School  Laws,  S.O.  1922,  12-13  George  V, 
c.  98. 

An  Act  to  amend  the  School  Laws,  S.O.  1925,  15  George  V,  c.  78. 

An  Act  to  amend  the  School  Laws,  S.O.  1932,  22  George  V,  c.  42. 

An  Act  to  amend  the  School  Laws,  S.O.  1933,  23  George  V,  c.  58. 

School  Laws  Amendment  Act,  S.O.  1936,  1  Edward  VIII,  c.  55. 

School  Laws  Amendment  Act,  S.O.  1945,  9  George  VI,  c.  8. 

The  Teachers'  and  Inspectors'  Superannuation  Act,  S.O.  1946, 
10  George  VI,  c.  96. 

The  Teachers'  Superannuation  Act,  S.O.  1949,  c.  102. 

An  Act  to  amend  The  Teachers'  Superannuation  Act,  194  9, 
S.O.  1950,  c.  84. 

The  Teachers'  Superannuation  Act,  S.O.  1955,  c.  86. 

The  Teachers'  Superannuation  Act,  S.O.  1964,  c.  115. 

The  Teachers'  Superannuation  Act,  S.O.  1966,  c.  152. 

The  Teachers'  Superannuation  Act,  S.O.  1971,  c.  9. 

The  Teachers'  Superannuation  Act,  S.O.  1973,  c.  36. 

The  Teachers'  and  Inspectors'  Superannuation  Act,  S.O.  1917, 
7  George  V,  c.  58. 

School  Laws  Amendment  Act,  S.O.  1930,  20  George  V,  c.  63. 

School  Laws  Amendment  Act,  S.O.  1933,  23  George  V,  c.  58. 

The  Teachers'  and  Inspectors'  Superannuation  Act,  S.O.  1946, 
10  George  VI,  c.  96. 

The  Teachers'  Superannuation  Act,  S.O.  1966,  c.  152. 

An  Act  to  amend  the  School  Laws,  S.O.  1918,  8  George  V,  c.  51. 

An  Act  to  amend  the  School  Laws,  S.O.  1920,  10-11  George  V, 
c.  99. 

School  Laws  Amendment  Act,  S.O.  1932,  22  George  V,  c.  42. 

The  Teachers'  and  Inspectors'  Superannuation  Act,  S.O.  1946, 
c.  96. 

The  Teachers'  Superannuation  Act,  S.O.  1949,  c.  102. 

An  Act  to  amend  The  Teachers'  Superannuation  Act,  194  9, 
S.O.  1950,  c.  84. 

The  Teachers'  Superannuation  Act,  S.O.  1953,  c.  103. 

The  Teachers'  Superannuation  Act,  S.O.  1955,  c.  86,  s.  1(2). 

The  Teachers'  Superannuation  Act,  S.O.  1966,  c.  152. 
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(179) 

(180) 

(181) 

(182) 

(183) 

(184) 

(185) 

(186) 

(187) 

(188) 

(189) 

(190) 

(191  ) 

(192) 

(193) 

(194) 

(195) 

(196) 

(197) 

(198) 

(199) 

(200) 

(201) 

(202) 

(203) 

(204) 

(205) 

(206) 

(207) 

An  Act  to  amend  The  Teachers'  and  Inspectors'  Superannuation  Act, 
S.O.  1919,  9  George  V,  c.  74. 

An  Act  to  amend  the  School  Laws,  S.O.  1920,  10-11  George  V, 
c.  99. 

School  Laws  Amendment  Act,  S.O.  1935,  25  George  V,  c.  64. 

School  Laws  Amendment  Act,  S.O.  1938,  2  George  VI,  c.  35. 

School  Laws  Amendment  Act,  S.O.  1941,  5  George  VI,  c.  52. 

School  Laws  Amendment  Act,  S.O.  1943,  7  George  VI,  c.  26. 

The  Teachers'  and  Inspectors'  Superannuation  Act,  S.O.  1946, 
10  George  VI,  c.  96. 

The  Teachers'  Superannuation  Act,  S.O.  1949,  c.  102. 

The  Teachers'  Superannuation  Act,  S.O.  1959,  c.  99. 

The  Teachers'  Superannuation  Act,  S.O.  1966,  c.  152. 

An  Act  to  establish  the  Ontario  Municipal  Employees  Retirement 
System,  S.O.  1961-62,  c.  97. 

Ontario  Regulation,  88/65. 

Ontario  Regulation,  249/65. 

Ontario  Regulation,  8/66. 

Ontario  Regulation,  293/68. 

Ontario  Regulation,  208/71. 

Ontario  Regulation,  392/72. 

Ontario  Regulation,  636/73. 

Ontario  Regulation,  722/74. 

Ontario  Regulation,  1035/75. 

Ontario  Regulation,  130/78. 

The  Ontario  Municipal  Employees  Retirement  System  Amendment  Act, 
S.O.  1964,  c.  82. 

The  Ontario  Municipal  Employees  Retirement  System  Amendment  Act, 
S.O.  1965,  c.  90. 

Ontario  Regulation,  396/67. 

Ontario  Regulation,  189/72. 
Ontario  Regulation,  419/72. 

The  Ontario  Municipal  Employees  Retirement  System  Amendment  Act, 
S.O.  1976,  Second  Session,  c.  27. 

Ontario  Regulation,  936/77. 

Ontario  Regulation,  249/65. 
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(208)  Ontario  Regulation,  936/77. 

(209)  Ontario  Regulation,  8/66. 

(210)  Ontario  Regulation,  798/76. 

(211)  Ontario  Regulation,  88/65. 

(212)  Ontario  Regulation,  936/77. 

(213)  Brief  123:   from  the  Ontario  Municipal  Employees  Retirement 
Board,  p.  1. 

(214)  Ontario  Regulation,  88/65. 

(215)  Ontario  Regulation,  936/77. 

(216)  Ontario  Regulation,  8/66. 

(217)  Ontario  Regulation,  42/70. 

(218)  Ontario  Regulation,  189/72. 

(219)  Ontario  Regulation,  392/72. 

(220)  Ontario  Regulation,  8/74. 

(221)  Ontario  Regulation,  936/77. 

(222)  Ontario  Regulation,  8/66. 

(223)  Ontario  Regulation,  456/75. 

(224)  Ontario  Regulation,  936/77. 

(225)  The  Ontario  Municipal  Employees  Retirement  System  Amendment  Act, 
S.O.  1968,  c.  88. 

(226)  The  Ontario  Municipal  Employees  Retirement  System  Amendment  Act, 
S.O.  1970,  c.  131. 

(227)  The  Ontario  Municipal  Employees  Retirement  System  Amendment  Act, 
S.O.  1973,  c.  159. 

(228)  The  Ontario  Municipal  Employees  Retirement  System  Amendment  Act, 
S.O.  1974,  c.  102. 

(229)  The  Ontario  Municipal  Employees  Retirement  System  Amendment  Act, 
S.O.  1965,  c.  90. 

(230)  Ontario  Regulation,  435/67. 

(231)  Ontario  Regulation,  42/70. 

(232)  Ontario  Regulation,  793/74. 

(233)  Ontario  Regulation,  456/75. 

(234)  Ontario  Regulation,  798/76. 

(235)  9  George  V,  c.  16,  s.  6cc  and  6ccc. 

(236)  Sources  differ  as  to  the  scale  in  use,  one  citing  a  range  from 
2.5  per  cent  to  5.5  per  cent  and  the  other  citing  3  per  cent  to  6 

per  cent,  as  shown  below: 
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Contribution   rate 


Age   at   entry 


Up   to   3  0 

30  to   31 

31  to   32 

32  to   33 

33  to   34 

34  to   35 

35  to   36 

36  to   37 

37  to  38 

38  to   3  9 

39  to   40 

40  to   41 

41  to  42 

42  to   43 

43  to  44 

44  to  45 


Source  I 

Source  II 

(Per 

cent) 

2.5 

3.0 

2.65 

3.  15 

2.95 

3.45 

3.25 

3.75 

3.55 

4.05 

3.85 

4.35 

4.  15 

4.65 

4.3 

4.8 

4.45 

4.9 

4.6 

5.  1 

4.75 

5.25 

4.9 

5.4 

5.05 

5.55 

5.2 

5.7 

5.35 

5.85 

5.5 

6.0 

(237)  Order-in-Council    of  June   25,     1926  with   effective    date   March   26, 
192  6. 

(238)  Order-in-Council    of  December    15,     1938  with   effective    date 
November    1,     1938. 

(239)  Order-in-Council    of  December   28,     1939  with   effective   date 
January    1,     1940. 

(240)  Ontario    Regulation,  231/50. 

(241)  Ontario   Regulation,  80/58. 

(242)  Ontario   Regulation,  16/62. 

(243)  Ontario   Regulation,  345/65. 

(244)  Ontario   Regulation,  309/67. 

(245)  Ontario    Regulation,  22/71. 

(246)  Ontario    Regulation,  80/58. 

(247)  Ontario   Regulation,  347/67. 

(248)  Ontario    Regulation,  245/68. 

(249)  Ontario    Regulation,  135/71. 

(250)  Ontario   Regulation,  123/74. 

(251)  Ontario    Regulation,  100/75. 

(252)  Ontario   Regulation,  315/76. 

(253)  Ontario   Regulation,  694/77. 

(254)  Ontario    Regulation,  219/79. 
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(255)      Order-in-Council    of  June    25,     1926  with   effective    date 
March    26,     1926. 

S.O.     1949,    c.    73. 

Ontario  Regulation,  9/60. 

Ontario  Regulation,  309/67. 

The  Power  Commission  Act,  S.O.  1968,  c.  98. 

Ontario  Regulation,  22/71. 

Ontario  Regulation,  231/50. 

Ontario  Regulation,  345/65. 

Ontario  Regulation,  309/67. 

Ontario  Regulation,  231/50. 

Ontario  Regulation,  309/67. 

Ontario  Regulation,  22/71. 

Ontario  Regulation,  219/79. 

Order-in-Council  of  June  25,  1926  with  effective  date 
March  26,  1926. 

Ontario  Regulation,  231/50. 

Ontario  Regulation,  309/67. 

Ontario  Regulation,  315/76. 

The  Power  Commission  Act,  S.O.  194  9,  c.  73. 

Order-in-Council  of  June  25,  1926  with  effective  date 
March  26,  1926. 

Ontario  Regulation,  231/50. 

Ontario  Regulation,  218/55. 

Ontario  Regulation,  33/65. 

Ontario  Regulation,  309/67. 

Ontario  Regulation,  22/71. 

Ontario  Regulation,  219/79. 

Ontario  Regulation,  213/61. 

Ontario  Regulation,  309/67. 

Ontario  Regulation,  22/71. 

Ontario  Regulation,  165/73. 

Ontario  Regulation,  231/50. 

Ontario  Regulation,  345/65. 

Ontario  Regulation,  309/67. 
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(256) 

(257) 

(258) 

(259) 

(260) 

(261) 

(262) 

(263) 

(264) 

(265) 

(266) 

(267) 

(268) 

(269) 

(270) 

(271) 

(272) 

(273) 

(274) 

(275) 

(276) 

(277) 

(278) 

(279) 

(280) 

(281) 

(282) 

(283) 

(284) 

(285) 

(286) 

(287 
(288 
(289 

(290 


(291 

(2  92 

(293 

(294 

(295 

(2  96 

(2  97 

(2  98 

(299 

(300 

(301 

(302 

(303 

(304 

(305 

(306 

(307 

(308 

(309 

(310 

(311 

(312 

(313 

(314 
(315 
(316 
(317 


Ontario   Regulation,  22/71. 

Ontario    Regulation,  315/76. 

Order-in-Council    of  June   25,     1926  with    effective    date 
March    26,     1926. 

Order-in-Council    of  December   28,     193  9  with   effective    date 
January    1,     1940. 

Ontario    Regulation,  231/50. 

Ontario    Regulation,  16/62. 

Ontario    Regulation,  22/71. 

Ontario    Regulation,  315/76. 

Ontario    Regulation,  287/5  9. 

Ontario    Regulation,  212/62. 

Ontario    Regulation,  9/64. 

Ontario    Regulation,  345/65. 

Order-in-Council    of  June    25,     1926  with   effective    date 
March    26,     1926. 

Ontario  Regulation,  231/50. 

Ontario  Regulation,  80/58. 

Ontario  Regulation,  16/62. 

Ontario  Regulation,  309/67. 

Ontario  Regulation,  123/74. 

Ontario  Regulation,  315/76. 

Ontario  Regulation,  219/7  9. 

Ontario  Regulation,  231/50. 

Ontario  Regulation,  80/58. 

Ontario  Regulation,  347/67. 

Ontario  Regulation,  123/74. 

Ontario  Regulation,  219/7  9. 

Order-in-Council  of  December  15,  1938  with  effective  date 
November  1,  1938. 

Order-in-Council  of  December  28,  1939  with  effective  date 
January  1,  1940. 

Ontario  Regulation,  80/58. 

Ontario  Regulation,  309/67. 

Ontario  Regulation,  315/76. 

The  Power  Commission  Act,  S.O.  ,9  Geoge  V,  c.  16. 
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(318)  The  Power  Commission  Act,  S.O.  1949,  c.  73. 

(319)  Ontario  Regulation,  231/50. 

(320)  Ontario  Regulation,  309/67. 

(321)  The  Power  Commission  Act,  S.O.  1960,  c.  85. 

(322)  The  Corporations  Act,  S.O.  1953,  c.  19. 

(323)  The  Power  Commission  Act,  S.O.  1965,  c.  100. 
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